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ABSTRACT 


Internal review is the local commander's in-house audit 
function; and as such forms an important part of the local 
commander's system of management controls. Recently, 
increased emphasis has been placed on internal review 
because of the increased awareness of the need to manage 
Meeountable resources, and the internal review function's 
potential for improving the economy, efficiency, and 
Bee ecianeness Of Operations. This thesis examines the 
history and development of auditing in general and internal 
ZMitew ei particular, presents the current status of inter- 
nal review in the Department of Defense, and analyzes the 
efrectiveness of current programs. Five alternatives of 
internal review organization are analyzed for effectiveness, 
and a decentralized but hierarchical organization proposed 
for implementation. Other recommendations include organizing 
the internal review function in a direct staff relationship 
to the local commander, and the placement of local audit 
boards under the direct supervision and management, of the 


internal review function. 
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I. INTRODUCTION 


Pee GENERAL 
Paometne want Of a Nail,. <- .°' This often quoted 

parable cleverly summarizes the results of inadequate 
meoourees Or, perhaps more properly, the delayed reaction 
to the inadequate management of resources. Today's 
commanders, commanding officers and officers-in-charge of 
United States Armed Forces are being challenged to 
accomplish expanded mission objectives while holding 
Constant, or even decreasing, the amount of resources used. 
This observation is evidenced by the following quotation 
from Major Michael E. Thorn, USAF who was the Air Force Cost 
mm@atyst of the Year of 1976; 

"There can be little argument over the proposition 

Mitac the military 1S competing for natural resources - 

Sia scale it has never before encountered. Although 

Messiton requirements are increasing, the critical 

Bupperting elements of money, material, and manpower, 

Mmomilmsiare Supply. In addition, there is little, 

merany, relief in sight. This dilemma has placed a 

premium on the effective management of allocated 

resources at all levels of the military." £1 /7 
AS further evidence of the "classic™ proportions of the 
military's resource management problem, consider the 
following remarks made recently by the Honorable 


Robert C. Moot, former Assistant Secretary of Defense 


ecomptroller): 
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"We are seeing a classic budget problem. At the same 
time that we have significant pressure for a stronger 
iimrordimeaerense posture we have the counterpressure for 
a Dalanced budget. The two objectives are competitive 
and in the attempt to satisfy both, the effect on 
Military Readiness can be devastating." / 2 / 


The above remarks and observations are, in effect, summarized 
PamurcerOolLlowing Excerpt from a recent speech by Mr. Cordell 
emmentield, Senior Cost Analyst Headquarters, U.S. Army 
Transportation Command: 


"The common goal at every level and location within 

the Services is a technologically advanced, strongly 
manned, well equipped and thoroughly trained force, 
ready to perform its mission at any time, any place. 
Unfortunately, we exist in an environment today in 
which the successful attainment of this goal is 
becoming more and more difficult. On the one hand we 
are faced with an array of ever increasing requirements 
driven by shifting threats, changing technology, and 
serious modernization needs, and on the other hand with 
Goncurrently decreasing resources driven by social or 
congressional attitides and rapidly rising unpredictable 
miclation.' £ 3 _/ 


McCune vistbriiity attached to the problem of resource 
iamacenent and its relationship to the topic of this thesis 
1s expressed by the following remarks by Congressman Brooks, 
Chairman of the Subcommittee on Legislation and National 
Pecurity Of the House Committee on Government Operations: 

eburing this and the previous Congress, we have devoted 
a great deal of attention to reviewing the adequacy and 
effectiveness of the Department's (of Defense) internal 
iem@masement Controls . . . During the past three years 
we have made extensive reviews of many of the Department's 
(of Defense) audit activities." {/ 4 7 

iiitembdste mesponse @f the U.S. Navy (USN) to the 


overall problem of resource management described above was 
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the implementation of the Planning, Programming and Budgeting 
System (PPBS) in 1961 under the direction of then Secretary 
of Defense Robert McNamara. [ 5:37 / 

Puce NOVICK, ene | tather of program budgeting” / 5:40 7 
states: 

"The primary reason for program budgeting is that it 
provides a formal, systematic method to improve decisions 
concerning the allocation of resources. Obviously, 

these allocation problems arise because available 
resource supplies are limited in relation to the demands 
moe them.’ / 5:48 7 

The Budgeting phase of PPBS was carried out in the 
traditional incremental manner until the forced introduction 
of the Zero Based Budgeting approach for the submission 
of the Fiscal Year 1978 Operations and Maintenance, Navy, 
appropriation. This requirement was not levied upon the USN 
by President Carter's reforms as is commonly thought by some; 
but by the Senate Appropriations Committee who, dissatisfied 
with a perceived inadequacy in the normal justification books, 
called for the strawman zero base submission cited above. 
moo: C-67 / 

Dennis S. Ippolito has explained the difference between 
the "traditional" incremental and the "new" zero based 
approach as follows: 

"Budgeting in the United States has traditionally been 
incremental - that is, budget review has been primarily 
concerned with the funds requested above the current 
level of spending. Under incremental budgeting, most 
agencies and programs have a base - that is, a certain 


commonly accepted activities and expenditures - which 
1s continued from year to year and is not ordinarily 
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Subject to detailed review. There is, as a consequence, 
a high degree of stability and continuity (emphasis 
sade) from one year's budget to the next. Over time, 
the incremental changes that are made can have a 


dramatic cumulative effect, but the room for immediate 
maneuver is limited. 


Zero-base budgeting, on the other hand, requires 
detailed examination of the entire budget, not just 
the increment. Its emphasis on comprehensiveness means 
that the same scrutiny must be applied to all programs 
ageagencies, regardless of their longevity, 
legislative mandates, and past committments. No prior 
assumptions are made about the justification for or 
inviolability of an agency's base. Indeed, each agency 
has a 'zero base.' If effect, zero-base budgeting simply 
meamiinesmenat allwitems im the budget be reexamined each 
time a new budget is prepared. 


To achieve this general objective, a zero-based 
System requires that certain kinds of information be 
collected and that specific analytical tasks be 
Beutormea. For Gach discrete activity within an agency, 
descriptions and justifications, goals and objectives, 
and performance measurement standards must be provided." 
pe © 193-1947 

Implicit in the PPBS is a system of management controls 
timene the budget execution phase. Robert N. Anthony has 
defined "Management Control" as " .. . the process by 
which management assures that the organization carries out 
its strategies effectively and efficiently." { 8:3 / 

Puiees CfLiciemey 1S the ratio of outputs to inputs" 
[8:5 /, and "effectiveness is the relationship between 
outputs and... objectives" / 8:5 _/, and the term "inputs" 
is synonymous with "resources"; it follows, by Anthony's 
definition, that an effective management control system is 


of paramount importance to resource management and therefore 


mission objectives. 
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Noamencemecads Of an activity, the commanding officer, 
by definition, directs the system of management and 
@perational controls and 15 responsible to higher authority 
merethe proper functioning of his or her activity including 
Pemecetive and etficient resource management. Most 
operational controls such as the type of forms to be used 
and the various routine procedures to be followed, are 
Paeapresned by higher echelons and it is the responsibility 
Pmeene local commander to ensure their proper execution. 
iimeemethneds employed to ensure the proper execution cf 
iiemveatonal Controls and the efficient use of scarce resources, 
Mimerrect and by definition, constitute a management control 
Byactem. { 8:2-3 _/ 

One of the components of any management control system 
iemrne ability for self-inspection of operational controls 
and other management controls. f 8:444 7 This self- z 
inspection has been an integral aid to management since 
petaaqumty, bUt was first recognized as a "profession" in 
the private sector in 1941 with the establishment of the 
Institute of Internal Auditors, Inc. The U.S. Government 
mecenetral wand the USN in particular, first formally 
meeoonizea the role of internal audit as a result of the 
National Security Act Amendments of 1949 (10 U.S.C. 5061) 
amd the Budget and Accounting Procedures Act of 1950 
Wiel. S.C. 0a); which provided the statutory authority 
(and requirement) for the establishment and conduct of 
emternal audit. 
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The concept of internal audit envisioned under the above 


legislation was (and still is) that of an agency or 
department-wide organization reviewing the operations of 
that agency of department as a whole. Internal review is 
an extensive of this philosophy to the ''local command" 

See tield activity” level of operations within a particular 
agency or department. 

Prior to 1976 however, the only guidance regarding 
internal review in the USN was set forth in the Navy 
fompcrolier Manual Volume I which defined internal review 
as a comptrollership function consisting of eight functions 
closely related to financial comptrollership or liaison with 
the Naval Audit Service (NAVAUSDVC). 

In 1976, with the issuance of Secretary of the Navy 
Mietruction (SECNAVINST) 7510.8 dated 15 October 1975 — 
entitled: "Internal Review in the Department of the Navy," 
the Navy formally implemented internal review and broadened 
its scope to include areas outside of financial comptrollership, 
such as any areas subject to inefficiency, misapplication of 
funds, fraud or theft. SECNAVINST 7510.8 reflected the USN's 
basic philosophy that internal review is an essential element 
of a commanding officer's system of management control within 
eseor her activity / 9 7, by defining the objective of 
internal review as follows: 

"The objective of the Internal Review function is to 


aid the Commander, Commanding Officer or Comptroller in 
their role as funds administrators by assessing the 
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fidelity with which prescribed procedures are being 
followed for the accounting and expenditure of 
appropriated and non-appropriated funds." £ 10:2 / 


In consonance with this philosophy, SECNAVINST 7510.8 
tasked various headquarters commands with issuing 
supplemental instructions to subordinate commands, and 
tasked the USN's Auditor General to develop and conduct the 
requisite training and provide technical guidance to internal 
reviewers. This action was taken in order to develop a 
management control capable of providing the following benefits 
which were extracted from a review of professional 
literature: 

1. Internal review is a strong flexible management 
control tool of basically unlimited scope, which the 


Commander can use at his or her discretion. 


2. Internal review is responsible directly to line 
management, not to outside agencies. 


53. Internal review allows the Commanding Officer to 
concentrate effort and expertise on areas within his - 
Or her cognizance which are suspect of, or susceptible 
to efficiency, ineffectiveness, fraud, over- 
expenditure, questions of fact; or areas too 
financially complex to permit a rapid assessment by 
the Commanding Officer as a layman. 


4. If well done, the work of an internal review 
function will not be duplicated (but will be built 
upon) by outside agencies, specifically the General 
Accounting Office (GAO) or the Naval Audit Service 
(NAVAUDSVC). 


9. Independent internal review affords harried line 
management an excellent opportunity to "get out of 
the trees and look at the forest." 


6. Internal review serves as an expert flexible 
advisory staff to the Commanding Officer. 
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7. Internal review has the propensity to identify 
legitimate dollar savings which line management can 
BPpolyweG OEnNer areas. 


8. "Internal review augments the commander's ability 
to respond immediately to warning indicators within 
the command by performing evaluations of command 
programs, procedures and operations; especially those 
related to expenditures of funds, use of resources 
and the control of command property, material and 
pagplses.'' £ 11:118 / 


9. Internal review can serve as the commander's focal 
point, clearinghouse and follow-up reviewer for 

previous audits by external sources or previous internal 
reviews; and as liaison with external audit agencies. 

Mimic tlt PLOpeh ly Organized, Started and executed, 
internal review could provide invaluable aid to line 
management in many areas and serve as an extension or 
alter ego of the commanding officer. 

The benefits to be obtained from internal review are 
unfortunately dependent on and subject to the following 
limitations and/or constraints which were extracted from 
professional literature: 

Is The scope of internal review is a direct function 

of the organization's objectives and the resources 
available to accomplish those objectives. 

2. The detail and breadth of analysis possible varies 
directly with the resources available or the quality 

of those resources. 

53. The cost of internal review varies directly with the 
degree of detail, frequency of review and breadth of 
analysis desired. 

4. Internal review is particularly sensitive and 


susceptible to a lack of command support or lack of 
mesOurces. 
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5. Internal review can be severely limited by a lack 
Geeindependence, Or even the appearance of less than 
posal ingependence. 

Plintenmal review, 1f not the beneficiary of the 
requisite support and/or resources, might not be 
ieeconolisned at all. 

iiesoEoolem With Internal review in the U.S. Navy, as 
perceived by the author, is one of ineffectiveness as a 
mesult of a combination of the limitations and/or constraints 
Histed above. That this perception is not unique, is 
supported by the recent actions of the NAVAUDSVC, which 
mieluded a review of the internal review program during its 
fiscal year 1979 audits {9 _/ and concluded: 

Bince policies outlined in SECNAVINST 7510.8 are only 
being partially accomplished. Many Naval activities have 
not established an internal review program and many of 
those that have, limit the scope of the internal review 
Staff to areas not directly related to mission 
accomplishment." / 9:3 / 

In addition, the Task Force on Evaluation of Audit, 
imiepection and Investigative Components of the Department 
femetense included seven recommendations specifically 
addressing the internal review function in its report to 
the Congress and the Secretary of Defense dated 1 May 1980. 
fil 7 

mmaotmene relative infrequency of external audit visits 
pamene increasing visibility of efficient resource 
Management, the internal review function will become 


meiereasingly vital to the local commander in executing his 


or her responsibility as an accountable resource manager. 
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The task to the USN, and of this thesis, is to determine 


the best method of accomplishing effective internal review. 


Pee OBJECTIVE 

The purpose of this thesis is to determine the best 
method of accomplishing internal review in the USN. The 
objectives therefore are: 


1. Determine the degree of compliance with current 
meceetives and preferred practices in the USN. 


weeeewetermine the underlying causes of non-compliance. 


3. Examine alternatives to improve the effectiveness 
iw internal review. 


4. Make recommendations as to which alternative offers 
the best probability of increasing the effectiveness of 
internal review in the USN. 
eee METHODOLOGY 
First, a literary search was conducted to establish the 
Current policies and prescribed practices for internal 
review in the USN. The search also attempted to ne eee 
the current degree of compliance within the USN and 
included USN and Department of Defense (DOD) regulations 
and reports as well as relevant professional journals, 
periodicals and textbooks from private sector literature. 
Next, alternatives for the conduct of internal review 
were defined, and the advantages and disadvantages of each 


listed. 
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Then, measures of effectiveness and an effectiveness 
model were defined for the internal review function. 

The various alternatives were analyzed based on the 
above model and the results evaluated and presented. 

Finally, conclusions were drawn and recommendations 


offerred. 


D. ORGANI ZATION 

Mane thesis is divided into five chapters. Chapter I 
moniticroductory in nature and provides an overview of the 
Subject and the rationale for the thesis. 

Chapter II discusses the field of auditing in general 
as a means of providing background to the reader. It then 
differentiates the internal review function from the other 
levels of audit in order to provide the reader with a 
perspective on the role of internal review. The relation- 
Ship of internal review to other, more familiar types of 
auditing such as Financial and Compliance, Economy and 
Efficiency and Program Results are discussed, as are the 
benefits to be gained from effective internal review. 

Chapter III describes the current status of internal 
review in the Department of Defense (DOD), identifying major 
problem areas such as existence, staffing, organization and 


penrormance. 
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Chapter IV defines the problems of internal review in 
a more classic ''problem-solving'' manner; and proceeds to 
define alternatives, measures of effectiveness; and show 
the analysis conducted. 

Bidoeemey Presents tne results of the analysis, and 
evaluates these results. Conclusions from these results 
are presented and recommendations for improving the 


effectiveness of internal review are made. 
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II. BACKGROUND AND PERSPECTIVE 


A. GENERAL 

In order to accomplish the stated objectives of the thesis, 
it 1s first necessary to provide the reader with definitive 
background material on the history and development of the 
function entitled internal review. An understanding of the 
development and purposes of auditing in general, and internal 
review in particular; will serve to provide the reader with 
the intuitive perspective necessary to understand the various 
aspects of an effective internal review program. 

neconudingiy, the purpose of this chapter is to clarify, 
through the use of narrative descriptions and comparisons, 
the role of internal review; and its relationship to more 
familiar types of auditing. Additionally, this chapter 
will seek to define what internal review should be and what 
it should not be, in order to provide a basis, or standard, 
of measurement from which to judge the current effectiveness 
of internal review within the Department of the Navy (DON). 

"Internal review" is a relatively recent nomenclature 
for the long established practice of organizations auditing 
themselves in order to identify and correct inefficiency and 
ineffectiveness in their operations and control systems. 
This practice of self-inspection is more commonly described 


as internal" auditing in order to differentiate it from the 
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[-<ectial saliditime pertormed by entities independent of the 
Pmaeanizatcion being scrutinized. Thus, the definition of 
internal review relative to other forms of audit or 
miepeetion iS more one of “who conducts the audit," 

Mather than the audit's substance. 

To trace the beginnings of auditing, one must travel 
back in time to the third millennium B.C., where 
archaeologists have unearthed evidence of the preparation 
of summary lists of transactions by Mesopotamian scribes, 
mmomthen compared these lists to the original lists 
Maepared by Others. The evidence shows tiny dots, ticks 
and circles on the sides of figures; which leads one to the 
belief that this was the beginning of two control devices: 
division of duties and systematic checking. / 12 7 

Maienecaniy CivVilazations such as Egyptian, Persian 
and Hebrew also required the audit of one's official records 
by another. The Greeks preferred slaves to freemen as 
Mcmmors, believing that the statements of a slave under 
torture were more trustworthy than those of a freeman under 
Sen. £ 12 7 

Peoeenastory provides a stark example of the need for 
Secective auditing and also one of the perennial ploys used 
Mmemerustrate auditors: “itemize the small expenses to 
death, and lump all the big ones together.'' [13_/ This 


-eeomjele 15 taken from Allen Schick's article "Z00 Years of 
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Financial Management," which appeared in the July, 1976 
Pmecemecnnial edition of Armed Forces Comptroller. { 13_/ 

It is paraphrased for brevity with direct quotations in- 
Gmeated. Mr. Schick states that "War... has been one of 
Pieweniving forces in the upward path of federal spending." 
As a prelude to a discussion of the relationship of war and 
iemey, Mr. Schick offers as an example of the need for 
Berective scrutiny of public spending the following 
recounting of the financial prosecution of the American 
Revolution: "™" .. . it all began with a General. General 
George Washington was not only first in war and first in 
peace, but also first in American budgeting." When offered 
a tax-free salary of approximately $6000 (in 1776 dollars) 
Washington, "dedicated public servant that he was," replies 
ree tar be it from me to accept payment in the service 
of my country; just pay my expenses." When he (Washington) 
submitted his expense vouchers for payment in 1883 (the 
conservative estimate of the total in current dollars, is 
between five and ten million dollars), they included such 
meems as a .’gilded coach for Martha, imported wines, 
servants and a host of similar items."" As to the method 
Semenimeration of these necessary expenses, Mr. Schick gives 
Mremtollowing examples which were on consecutive pages of 
Washington's expense account: "Oats for mule - three and 


one-half cents."; and on the next page, "Sundry and 
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Miscellaneous Expenses - $3500.'"' It is obvious that the 
Continental Congress could have used the General Accounting 
Office's (GAO) assistance and "watchdog" powers from the 
beginning . 

One cannot state that an effective audit of General 
Washington's accounts during the course of the Revolution 
would have precluded the disbursement of public funds in 
such a vague and perhaps doubtful manner. However, one can 
assert that such an audit would have certainly discovered 
fiemauestionable items; and alerted the “authorizing body" 
to the situation in a timely manner; allowing appropriate 
metagon to be taken. 

This facet of auditing, bringing questionable transactions 
to the attention of responsible management, is gaining 
increasing importance and emphasis today, relative to the 
more traditional view of auditing which was to "certify the 
maitidity of accounts.'"' / 12:24 7 As evidence of this 
j[mansition from the “sreen eye-shaded bookkeeper: to the 
professional auditor as an aid to management, consider the 
following from a recent GAO report to the Congress / 14:1 7: 

Min recent years the role of Federal internal auditing 
has been the subject of widespread congressional concern, 
culminating in the passage of Inspector General 


meeitsiation in 1976, 1977, 1978, and 1979 which combined 
the audit and investigation activities within 15 Federal 


agencies for the purpose of detecting fraud, waste and 
and abuse (emphasis added). This concern was generated 
by the public's demand for better Government and an end 
to waste in Federal programs. 
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Federal executive agencies have offices throughout 
the United States and abroad which employ nearly 
5 million people and manage scores of programs. 
Effective management of such operations requires a 
system of internal control, including internal audit 
(emphasis added). An agency's internal audit organization, 


when given adequate staff organizational independence, and 
authority to review all agency functions, can furnish 


management with information, analyses, appraisals, and 
recommendations for improving operations CoUTTEE added) ."" 

Returning to the history and development of auditing, 
Lawrence B. Sawyer, CIA (Certified Internal Auditor) has 
stated: 

"The auditing function, as we know it today, started 
during the Industrial Revolution. Many commercial and 
industrial organizations employed expert accountants to 
Peeimemdnacertity the validity of accounts. Even 
Columbus, in 1492, was accompanied to America by an 
auditor representing Queen Isabella." / 12:24 / 

Internal auditing in its modern context, began to 
emerge as a separate discipline following the Securities 
mepeot 1933 and the Securities Exchange Act of 1934, as 
amended, which made corporate management responsible for 
the accuracy of financial statements filed with the U.S. 
Securities and Exchange Commission (SEC). This requirement 
led corporate management to hire accountants to make more 
detailed verifications of accounts than the public (external) 
meeountants could. / 12 7 

It was not until 1941 however, that internal auditing 
began to gain the prestige and trappings of a separate 


profession. That vear marks the formation of the Institute 


of Internal Auditors, Inc. (IIA). It was then, that internal 
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auditing "began to range beyond the books of account and 
began to assume a new posture." / 12:25 7 1941 was also, 
mene year the first major book in the field, Internal 


meting, was published." £ 15:25 7 


iiertoreZaeanink. CfiA, a charter member of the IIA, has 
recalled the formative pressures and early history of 
internal auditing as a profession as follows: 


"In 1941 there were quite a few Internal Auditing 
departments but the number was very small in relation 
to the number of organizations that needed such 
services .. . There was, at that time, however, an 
increasing awareness of the growing size and complexity 
of all kinds of operations by business, government, 

and other types of organizations. 


Moe iiete WasmeameinGcreasingly Common recognition 
that Internal Auditing departments could make a more 
important contribution to help management cope with the 
Pmereging complexities. 


» » Llypicaily, the existing Internal Auditing 
departments reported to lower-ranking financial 
meecutives - more often to the officer responsible for 
accounting activities. 


. . . 1941 was the year when a small group of 
forward-looking internal auditors became discontented 
with the visibility provided by existing professional 
associations and decided that a new professional 
Organization should be established and dedicated 
exclusively to the professional interests of internal 
auditors. 


During the years following 1941, and especially 
after World War II, a number of interrelated forces 
Meme at WOrk . . . continuing expansion of the size 
and complexity of business corporations, governmental 
bodies, and philanthropic organizations. Business 
corporations were also becoming increasingly 
diversified and extended geographically to include 
more international operations. 
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The result was additional concerns on the part of 
management .. . anda related effort to expand and 
upgrade internal auditing groups. Management also 
became increasingly aware of getting more benefits from 
the substantial amounts of money expended to maintain 
internal auditors and, therefore, was motivated to use 
them to help solve broader operational problems. 


At the same time, internal auditors became 
increasingly aware of their opportunities to go beyond 
mie Narrower protective role and to make more 
substantial and dynamic contributions to management's 


welfare. . . This new emphasis of internal auditors, 
expanding their traditional financial auditing role, 
came to be known as ‘operational auditing'." £ 15:25-26 / 


Since 1941, internal auditing as a profession has grown 
and matured, while expanding its role in serving a wide 
range of organizational needs, expecially operational 
activities. This development can be traced by referring to 
Mie profession's own Statements of Responsibilities of the 
Internal Auditor, as promulgated by the IIA. 

The original 1947 Statement stated that internal 
auditing "deals primarily with accounting matters but may 
Meeoperly deal with matters of an operating nature." / 12:25 / 

mile revised 1957 Statement expended the role of the 
internal auditor somewhat by stating that internal auditing 
meovides for “the review of accounting financial, and other 
Meerations."” / 12:25 7 

The 1971 Statement described internal auditing as "the 
review of operations as a service to management."' [12:25 / 
This served to remove the internal auditor from the tie to 
the books of account which first spawned the need for internal 


mmdits. 
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In 1978, the internal auditor's role was expanded 
further by the revision of the 1971 description from 
"service to management" to the more encompassing "service 
to the organization." This revision was promulgated by 
the IIA's Standards for the Professional Practice of 
Internal Auditing and expanded the service of the internal 
auditor to the board of directors as well as to management. 
fo2:25 _/ 

This 1978 revision portends much more than is at first 
obvious. As will be shown later in this thesis, the 
extension of internal auditing's role and service to a higher 
echelon than operating management, can be a causal factor 
in reducing both the use and effectiveness of internal 
auditing to operating management. This expansion however, 
in the view of some students of bureaucracy such as 
W. J. Haga, Phd, is (was) inevitable; and will (has) led 
to the formation of yet another organizational SHErty bo 
perform the duties and functions once performed by internal 
auditing. This quirk of bureaucracy, described by 
Dr. W. J. Haga in his book, HAGA'S LAW as the "Spin-off 
Corollary," has had the effect of creating the need for such 
Mimeentity of function. The organizational function which 
has developed in the DON to satisfy this need is termed 


“Internal review." 
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PEaccoemipLlonmOa tine runection and objective of effective 
internal auditing with respect to operating management is 
S@eelined by the IIA’s latest Statement of Responsibilities 
of Internal Auditors which states: 


Pine objective of internal auditing is to assist all 
members of management in the effective discharge of 
their responsibilities by furnishing them with analyses, 
appraisals, recommendations and pertinent comments 
concerning the activities reviewed. Internal auditors 
are concerned with any phase of business activity in 
which they may be of service to management. This 
involves going beyond the accounting and financial 
mecorads to obtain a full understanding of the operations 
under review. The attainment of this overall objective 
mivolves such activities as: 


‘Reviewing and appraising the soundness, adequacy, 
and application of accounting, financial and other 
operating controls, and promoting effective control 
at reasonable cost. 


‘Ascertaining the extent of compliance with 
established policies, plans, and procedures. 


‘Ascertaining the extent to which company assets are 
accounted for and safeguarded from losses of all 
kinds. 


“Ascertaining the reliability of management data 
developed within the organization. 


‘Appraising the quality of performance in carrying 
out assigned responsibilities. 


"Recommending operating improvements." / 15:27 / 

This chapter has thus far traced both the need and 
development of auditing in general, and internal auditing 
in particular, from ancient times to the present. It has 
been shown that the need for independent verification and 


appraisal of financial operations dates from the earliest 
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business activities. It may be stated, that the need for 
auditing originated the first time a business endeavor 
expanded beyond the capability of the owner/manager to 
mersonally supervise or record all transactions. 

itenasesalso been shown, that the development of 
mcernal auditing closely parallels the expansion of 
business enterprises into more complex endeavors and 
geographically separated locations. This expansion of 
operations taxed the capabilities of operational management, 
and led to more and more reliance by management on the 
Savyisory and investigative capacities of internal auditing. 

Puemay De postulated at this point, that the forces 
Mme drive this increased complexity and scope of operations, 
such as multi-national governmental regulations and 
perplexing global economics, will neither moderate nor 
diminish in the foreseeable future. If history repeats, 
this will probably have the effect of increasing management's 
reliance upon, and hence the importance of internal auditing 
as an aid to effective and efficient operations. This 
presumption underscores the essentiality of educating line 
management in the benefits of internal auditing; and of 
determining the most efficient and effective manner of 


Senaucting internal audit. 
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Neco mine yen Eads Chapter Will continue with the 
objective of providing definitive material concerning the 
types and levels of audit, and the benefits and requirements 


for effective internal audit or review. 


fees LYPES OF AUDIT 
Pe oenera | 

There are numerous definitions of the term 
maaiaating,'’’ from the general dictionary description to the 
Specific definition applied to a particular audit program or 
engagement. Each definition has its place, depending upon 
the usage of the term. The following definitions have been 
selected in order to provide the reader with a general 
miewiledge of the term, and with a sense of perspective as to 
mieswidespread use of the term. 

Webster’s New Collegiate Dictionary (1977 edition) 
memmrnes ‘audit’ as: "“"({a) a formal or official examination 
ma@everitication of an account book, (b) a methodical 
examination and review." 

The American Accounting Association (AAA) defines 
auditing as, 


"a systematic process of objectively obtaining and 
evaluating evidence regarding assertions about economic 
actions and events to ascertain the degree of 
Gerrespondence between those assertions and established 
Criteria and communicating the results to interested 
users." / 16:4 _/ 
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The American Institute of Certified Public 
Accountants (AICPA) in its Statements on Auditing Standards 
No. 1 (1973) describes financial audit as: 


"The objective of the ordinary examination of financial 
Statements by the independent auditor is the expression 
of an opinion on the fairness with which they present 
financial position, results of (financial) operations 
and changes in financial position in conformity with 
generally accepted accounting principles. The auditor's 
Mmeport 1s the medium through which he expresses his 

Mm Omeonr, if GClrcumstances require, disclaims an 
meanmion. In either case, he states whether his examination 
has been made in accordance with generally accepted 
aia@iting standards." / 16:6-7 / 


The Institute of Internal Auditors (IIA) in its 
eeacement of Standards for the Professionsl Practice of 
Internal Auditing issued in 1978 describes internal auditing 
as follows: 

"Internal auditing is an independent appraisal function 
established within an organization to examine and 
evaluate its activities as a service to the organization. 
mie Objective of internal auditing is to assist members 
Oe the Organization in the effective discharge of their 
Mesponsibilities. To this end, internal auditing 
furnishes them with analyses, appraisals, recommendations, 
counsel, and information concerning the activities 
reviewed." / 16:8 _/ 

mee Public Sector 

a. General 
The above definitions are primarily designed 
and aimed at the practice of auditing in the private sector 


mmmeece economy. In the public sector, the first definitive 


authority is the GAO. 
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The GAO has defined auditing as follows: 


"The term Audit is used to describe not only work done 
by accountants in examining financial reports but also 
work done in reviewing (a) compliance with applicable 
laws and regulations, (b) efficiency and economy of 
Operations, and (c) effectiveness in achieving program 
meemits., £ 17:3 7 


b. Three Basic Types 


TiewGnOerinchemedelamuates the three types of 


audit stated above as follows: 


'(1) Financial and Compliance - determines (a) whether 
financial operations are properly conducted, (b) whether 
mies iLinancial reports of an audited entity are presented 
fairly, and (c) whether the entity has complied with 
applicable laws and regulations. 


"(2) Economy and Efficiency - determines whether the 
entity 1S managing or utilizing its resources (personnel, 
property, space and so forth) in an economical and 
PmEicient manner and the causes of any inefficiencies 
meeuneconomical practices, including inefficiencies in 
management information systems, administrative procedures, 
Sire Organizational structure. 


'"c(3) Program Results - determines whether the desired 

benefits are being achieved, whether the objectives 

Perablished by the legislative or other authorizing 

body are being met, and whether the agency has considered 

alternatives which might yield desired results at a lower 

mest.’ { 17:2 7 

Geotherm lynes 
A review of professional auditing literature 

meveals a multitude of other terminology which superficially 
Suggests the existence of additional types of auditing. A 
more in-depth study however, discloses that such terms as 


“Management Audit," "Operational Audit," "Management Services 


Audit" and "Activity Audit" are in actuality only extensions, 
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refinements or combinations of the three types of auditing 
defined above. For example, the term "Operational Audit" 
m@emiised most frequently, refers to the review of operating 
Bontrols and procedures to evaluate the efficiency and to 
Some extent the effectiveness of operations. A definition 
oe Operational Audit" has been stated as follows: 


"The term ‘operational audit' refers to appraisals of 

the administrative controls over activities other than 
those included in accounting and financial audits. For 
example, some of the activities regularly covered by 
@eerational audits are: purchasing, receiving, shipping, 
Srarric, stores, personnel, office services, production 
control, engineering, quality control, insurance, 
advertising, and marketing. 


The internal auditor's objectives are based on the 
needs of management he serves. These needs may be 
Summarized as follows: 


Top management needs: 


-assurance that its plans (as set forth in 
statements of objectives, programs, budgets, and 
Balacies) are comprehensive, consistent, and 
understood at the operating levels. - 


-objective information on how well its plans and 
molietes are being Carried out at the operating levels. 


meeassurance that all operating reports can be relied 
on as a basis for action. 


Operating management needs: 


-information on weaknesses in administrative controls, 
particularly as to possible sources of waste. 


-aid in measuring the efficiency of operations by 
feedback of information on the quality and cost of the 
work and adherance to schedule. 


In attempting to meet these managerial needs, the 


internal auditor samples the work performed to see whether 
at 2S in accordance with approved procedures. He verifies 
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Savemdccirdcy and consistency of the information contained 
in the operating reports and he studies the format of 
these reports to determine whether the information is 
presented in a meaningful form. 

Above all, the internal auditor is alert for 
indication of sources of waste and opportunities for 
mierovement. the auditor's traditional protective 
responsibility for seeing that the company's needs are 
safeguarded against loss, ... , has now become more 
Broadly interpreted as a constructive responsibility for 
providing protection against waste of many kinds, and in 
general to help management operate effectively and 
Mmoritably.'’ (£ 18:832-833 / 

As shown by the description of "operational 
muentane presented above, the term in actuality encompasses 
elements of the "economy and efficiency" and "program 
results" audits defined previously. The other terms 
mentioned above can also be shown to be special cases or 
combinations of the three basic types of auditing defined 
by the GAO. 

The three basic types of auditing can perhaps 
be best understood by studying the basic objectives and 
purposes of each, which are summarized below. 

d. Financial and Compliance 

The "financial and compliance" audit focuses on 
the financial reports of an organization which leave that 
Organization and are used by higher echelons or other 
interested parties (such as the stockholders of a corporation 
Or the SEC). The financial operations and recordkeeping 


necessary for the compilation of these reports are 


scrutinized by the auditor to enable an attestation as to 
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M@iedt fair presentation of the organization's financial 
Pesition. In conducting this type of audit, the auditor 
meineerested in not only the accuracy of the records but 
also the consistent compliance of the recordkeeping 
procedures to applicable laws, regulations, principles and 
Memeicies. the auditor, in contrast, is not particularly 
interested in better ways of accomplishing the organization's 
Objectives, unless of course, sufficient waste exists to 
Serectively border on fraud. 

The auditor, in a financial and compliance 
audit, is seeking only to attest to the fair presentation 
Seene Organization's financial reports. If transactions 
are recorded correctly and completely, properly summarized 
muempresented in a clear, consistent manner; the requisites 
for attestation have been met and the auditor may then 
express an opinion in that regard. : 

e. Economy and Efficiency 

inven “economy and efficiency" audit, the 
auditor focuses on the organization's use of resources. 
While ensuring compliance with applicable laws, principles, 
prec. , the auditor's main thrust is on the relationship of 
resources to output which is the definition of efficiency. / 8 7 
The auditor's objective is to provide management with a 
determination as to the relative efficiency of operations 
when compared to some industry standard, in-house objective 


or mathmatically determined optimal level. 
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Themavudttoremust consider andwreview all 
areas which impact on the production of the organization's 
output. The GAO recognized this when it included management 
information systems, administrative procedures and 
Seedanizational structure in its definition of an "economy 
maeerriciency'’ audit. In short, in this type of audit, 
the auditor strives to provide management with a status 
meport on the efficiency of its operations and with 
recommendations for improvement. The goals and objectives 
of the organization are usually taken as given; and are 
normally reviewed only as a basis for determining what the 
resources used should be compared against. The bottom 
line is an attempt, through careful systematic analysis, 
BOeminimize the ratio of resources consumed to outputs 
produced. 

iPeoerogram Results 

MimeticmomOcram neswltS saudit, the auditor must 
take a strategic (as opposed to operational) viewpoint. The 
auditor reviews the organization's operations from the 
standpoint of whether the goals and objectives established 
by the legislative or authorizing body are being met by the 
Semamizations' outputs. By definition, this could be 
meterred to as an “effectiveness” audit. { 8 _/ The auditor 
1s less concerned with the routine operations of the 


Organization, and interested mainly with the relationship of 
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Mieewtinal output of the organization to the stated goals 
maaeobjectives. The auditor must determine the outputs 
Bad Objectives, and through analysis determine if the 
desired results are being achieved. During the course of 
this analysis, the auditor must evaluate other alternative 
Means of accomplishing the desired results and even go so 
far as to evaluate the need for the organization at all. 
Gmas facet of “program results" auditing has been stated 
by Anthony and Herzlinger as: 
"We are here concerned not with evaluations of specific 
aspects of a program, but rather with the broad evaluation 
of a program as a whole, particularly of those programs 
whose continued existence is optional. If these programs 
are not effective, they should be discontinued, or at 
[east redirected.” / 8:521 7 
Anthony and Herzlinger continue by providing 
misaeht into the history and scope of “program results" 
auditing: : 
MAt the federal level, legislation requiring oversight 
memorograms has been in effect since 1946. The scope 
of formal evaluation efforts was greatly enlarged in the 
early 1970's when the federal government delegated to 
the states the task of providing most social services 
and required as a condition of funding these programs 
that a formal means of evaluating them be established. 
At about the same time, there was widespread interest 
in 'sunset legislation’ - laws that provided for the 
automatic discontinuance of a program unless it was 
evaluated every six to eight years and found to be 
etfective (emphasis added). As of 1977, 23 states had 
enacted some form of sunset law, .. ." £8:521 7 
3. Summary 
In summary, this section has defined auditing and 


described the three basic types. These types of auditing 
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have been defined and explained from the viewpoint of the 
auditor; and their affect on the auditors focus discussed. 
This section has provided the reader with a basic knowledge 
mec ne purpose of auditing and the several ways it can be 
used by management, or management's superiors, to gain 
knowledge about the financial condition, efficiency, and 
effectiveness of operations. The terminology used to 
describe and differentiate the originating authority and 
ultimate user of audit information is discussed in the next 


section under the heading, "Levels of Audit." 


Mee LEVELS OF AUDIT 
m General 

tiecoesection will discuss the subject of auditing 
from the standpoint of organizational position. The 
viewpoint used will mostly be that of the DON local or field 
activity commander, commanding officer or officer-in-charge. 
Parallels will be drawn whenever possible, to the private 
BeeroOr in Order to provide the reader with additional 
insight and understanding. 

L@pGepemasunderstand the term “level,"' one must 
first comprehend the applicable organizational hierarchy. 
The local DON commander, commanding officer or officer-in- 


charge will be loosely equated in this thesis to the head 
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of the Chevrolet division of General Motors (GM). This will 
Meovide the reader with a private sector reference point from 
which to compare and contrast the various organizations 
mentioned. 

AS shown in figure II-1, the head of the Chevrolet 
ivision reports ultimately to the president of GM. This 
Gan be equated, as shown in figure II-1l, to the local DON 
commanding officer reporting through the Chief of Naval 
Operations (CNO), to the Secretary of the Navy (SECNAV). 
meeeor these “chief executives” is ultimately responsible 
to the "owners" of the entity. In GM's case, it is the 
Stockholders of the corporation; and in the USN it is the 
general public, or the taxpayers. Positioned, in a 
regulatory sense, "between" the "owners" and the "chief 
Bxecutive’ are the regulatory oversight entities of Congress 
and the SEC. While the analogy is not exact, it serves to 
gilustrate the "external" nature of the first level of audit 
to be discussed. 

Z. External Auditing 
eer rivate  5eCtor 
In the private sector, an "external" audit is 
MeG-ormed On a corporation or division of a corporation by 
an independent Certified Public Accountant (CPA). This 
DPA is truly independent of the audited entity; and provides 


any report generated to someone higher in the organizational 
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[rerareny than the “chief executive.” In the case of GM, 
the auditors' report would normally be addressed to the 
beard Of directors and stockholders, with a copy submitted 
meeche SEC as required by the Securities Exchange Act, as 
amended. Thus, the "external" nature of the audit is upheld 
Seon inception to conclusion. 
b. DON 

iienc weONemane extenmal  satidit 1S perhaps best 
@maracterized by the audit of a local command or field 
activity by the GAO. The GAO auditor is totally independent 
@eecene DON; and the GAO audit report is submitted to Congress. 
Sueeess the report is classified, it 1s available free to the 
Seneral public upon their request. Other examples of 
Mmeeeernal’ audit in the DON, are audits by Department of 
Defense (DOD) agencies such as the Defense Contract Audit 
Agency (DCAA) and the Defense Audit Service (DAS). As in 
Ene private sector example, the externality of the audit is 
momplete. 

s. Internal Auditing 
gen) oemeral 

Organizationally located in a staff position 
Memeene “chief executive” is an "internal" audit function. 
In the USN, this function is performed by NAVAUDSVC under 


the direction of the Auditor General of the Navy (AUDGEN). 
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imesdesitgnation “intermal’' comes from the organizational 
location of the function within an organization as opposed 
to the external CPA or GAO auditor. 

The IIA has described internal auditing as: 

"An independent appraisal function extablished within 
an organization (emphasis added). to examine an 
evaluate its activities as a service to management. It 
is a managerial control which functions by measuring 
and evaluating the effectiveness of other controls." 
(Duties of the Internal Auditor, 1957) 

Lawrence B. Sawyer offers a further definition 
of internal auditing which addresses the internal auditor's 
Meportunities as well as responsibilities, representing a 
meom-down'' management oriented approach. This definition 
also has equal applicability to internal review with respect 
meres Opportunities and responsibilities. 

Mminternal auditing is the independent appraisal of the 
various operations and systems of control within an 
Mneganization to determine whether acceptable policies 
and procedures are followed, established standards are 
moemeeresourees are used efficiently and economically, 
planned missions are accomplished effectively, and the 
organization's objectives are being achieved." £ 12:26 / 

Internal auditing may be distinguished from 
external auditing by its degree of independence, its focus, 
meoelocation internal to the organization, and its main 
responsibilities. In the public sector, GAO has clarified 
mmese differences as follows: 

“Although there are numerous areas of common interest 
between the General Accounting Office and an agency's 
internal auditors, certain basic objectives and 


Mespensibilities differ. Internal auditing is an 
integral part of the agency's system of management 
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Sontecole sy imeits audits, the General Accounting Office 
is concerned with the entire control mechanism within 
an agency, including the various arrangements made by 
the management for internal audits and other forms of 
inspection, appraisal and evaluation. If warranted 
byedts evaluations, the General Accounting Office will 
rely on such work and make full use of it in conducting 
its examinations." / 19:264 7 


b. Authority 
The authority for internal auditing in the 
DON is provided by the National Security Act Amendments 
of 1949 and The Budget and Accounting Procedures Act of 
1950, also known as the Accounting and Auditing Act of 
1950. The first required the Secretary of the Navy to 
Organize and conduct internal audit in a manner consistent 
mmeecne Operations Of the Office of the Comptroller of the 
DOD. £ 20:19 7 The second required each Government agency 
to establish and maintain systems of internal control, 
including internal audit. £ 14:1_/ 
Cee tee sie 
The purpose of internal auditing in the DON 
has been stated by SECNAV as: 
"Internal audit in the Department of the Navy, under 
the responsibility of the NAVAUDSVC, is the independent 
evaluation of programs, activities, systems, procedures, 
and other operations involving the expenditure of funds, 
utilization of resources, or accomplishment of management 
objectives. The purpose of audit is to provide service 
to management at all levels through the objective 
performance of independent evaluations to determine the 
Saequacy and effectiveness of practices, procedures, and 
controls. This is accomplished through objectively 
Teporting results of audits, making constructive 
recommendations, and providing consultation while 


management plans action to be taken on findings and 
recommendations." / 21:1-4 / 
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de Oreanezat Von 

Mimic mialiwaAuldl te runection in the DON 1s under 
the direction of the AUDGEN who serves as the staff 
Meesotant ©£Or audit matters to the Under Secretary of the 
Mavy (UNSECNAV). The AUDGEN also receives technical 
Buidance and supervision from the Assistant Secretary of the 
Navy (Financial Management) (ASN(FM)). £ 21:1-47 

The NAVAUDSVC is comprised of a Headquarters 
meamyity and four regional offices. Each regional office 
Memassigned a geographic area, and is responsible to the 
Mmpector, NAVAUDSVC for the planning, supervision, conduct 
maaereview of all internal audits in their area. / 21:1-4 7 

ere CONGeENGhaL1 On 

(ies iadimefOcus Odmatlidit@attention by the 
NAVAUDSVC is on those functions which are of primary concern 
to management from the local commander through the SECNAV. 
f 21:1-5_7 It is SECNAV policy that the primary 
Semcentration of audit effort will be on the functions most 
directly involved in accomplishing the activity's mission; 
and the extent to which other functions are examined depends 
on their support of mission performance or specific interest 
indicated DycChemi@tiVvaemy Or higher authority: /£ 21:1-5_/ 
Other functions which are usually audited on a routine basis 
are disbursing, commissary stores, and Morale, Welfare and 


Recreation (MWR) fund activities. / 21:1-57 
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Although the stated purpose of internal auditing 
mecne DON is “to provide service to management at all levels," 
meee 497 sit showld be noted that, except for certain 
"Management Consulting Services," / 21:1-8_/ the audit report 
generated by a NAVAUDSVC audit is distributed outside of 
the local activity, and can be provided to GAO. / 21:5-8_/ 

4. Internal Review 
ence nera | 

As stated previously, internal review is 
differentiated from internal auditing not so much by its 
substance as by the perspective from which it is viewed. 
Internal review is normally associated with an in-house 
Capability at the lower echelon or activity level. / 11:118_/ 

In its formal implementation of the internal 
review function in the DON, SECNAVINST 7510.8 dated 
Beeoctober 1975 entitled: “Internal Review in the Department 
of the Navy" defined internal review as follows: 

"The conducting of special audits, analysis and 
mavestigations of financial operations and the use of 
memmand resources to detect difficiencies, improprieties 
and inefficiencies, and to provide recommendations in 
Order to correct conditions that adversely impact on 
financial management, mission accomplishment, or the 
mreeority of the command." 

The above definition is an extension of the 


previously assigned functions of internal review, which 


were specified in the Navy Comptroller Manual Volume [I as: 
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imeeespecial studies, analyses and investigations of 
momoeroller areds ; 


Mee audits Of MOnappropriated funds; 


memassistilg im correcting deficiencies revealed by 
internal audit; 


Mc anieicipating in the installation of financial and 
accounting systems; 


5. developing financial programs, procedures and 
eontrols; 


6. advising on organization and staffing in comptroller 
areas; 


mee maintaining Pidison with the Naval Audit Service; 


8, annual reviews of civilian timekeeping and payroll 
Bune t lon. 


Thus, although encompassing as wide a scope 
fee jurisdiction as internal auditing, internal review 
Perers to an audit/review function strictly within the 
Organizational structure and management framework of a 
meeecitic SubOrganizational entity or activity such as the 
meeauction department of a corporation, or a Naval Station. 
The Comptroller of the Navy has further 
Clarified the distinction between internal review and internal 
auditing; and provided the key to internal review's value 
by stating: 
Simcernal review 1s a function performed within a 
command, at the direction of the head of that command or 


maepursuance of a plan approved by him, the results of 
which are reported to him."' f 22:2-2 / 
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Deen Gd Ongdnt y 

Iiiemaietoraty 1or, imternmal review in the DON is 
derived from DOD Instruction (DODINST) 7600.2 dated 
Mmeoueust 1978 entitled: “Audit Policies," and DODINST 7600.3 
aeeca 4 January 1974 entitled: “Internal Audit in the 
Hepartment of Defense." 

A good overview of this authority is provided 
by The Task Force on Evaluation of Audit, Inspection and 
Investigative Components of the Department of Defense report 
dated May 1, 1980 which states: 


"Department of Defense regulations provide that 'within 

the Military Departments ... (all internal auditing) 

Will be carried out by a single audit organization' 
(Department of Defense Directive 7600.2), and that internal 
review does ‘not constitute internal audit as prescribed 
herein . . .' (Department of Defense instruction 7600.3). 
Instead, internal review is relegated to a far more 

mimited role: 


"Management of lower echelons is not precluded from_ 
establishing groups which, while not performing 
micependent Or comprehensive audits, would serve as 
‘trouble shooters' who may make special analysis in 
comptroller and other areas and assist in correcting 
deficiencies which are revealed by audits, reports, 
analyses, observations or other means. In 
authorizing such internal review activities at any 
echelon, care should be exercised to assure 
avoidance of duplication of internal audit functions 
as defined below which are assigned to the 
menucralized audit Organization. ' 


Polce trom the Limited provisions of Department of 
Sememse Virective /600.2 and Department of Defense 
Instruction 7600.3, which have been quoted above, there 
is no Department of Defense-level regulatory guidance 
outlining the role or latitude of internal review, 
meopate periodic requests for clarification of the 
fepartment's policy." / 11:124 _/ 
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eae ra pose 
The purpose of internal review in the DON has- 
been stated by the SECNAV as follows: 


"The Internal Review function 1s designed to provide 
Commanders, Commanding Officers, and Comptrollers with 
Soeindependent in-house Capability for review of 
Hamancial and other resources, related analysis and 
trouble shooting, and the discharge of assigned audit 
Be-pomscibDilities - .. Ihe objective of the Internal 
Review function is to aid the Commander, Commanding 
@-ticer or Comptroller in their role as funds 
administrators by assessing the fidelity with which 
Brescribed procedures are being followed for the 
accounting and expenditure of appropriated and non- 
moonopriated funds. Thus, priority attention should be 
given to those areas where operating conditions of 
mefancial complexity may be a factor in overexpenditure 
Memunetticiency in operations; or in obscuring 
Mesapplications of funds, fraud or theft." / 10:1-2 7 


d. Organization 
The organizational location of internal has 
Meen defined by SECNAV as follows: 
fee. che Internal Review function should be . 
Grganizationally placed in a staff capacity to the 
Comptroller or such other official who may be assigned 
responsibility for administration of funds. However, 
should circumstances so warrant, the organizational 
meacement of the Internal Review function should not 
preclude direct liaison with the Commander or Commanding 
Meercer." / 10:1_/ 
eee CONCeEmte ration 
Aside from the caution that, "care should be 
exercised to assure avoidance of duplication of internal 


audit functions .. . which are assigned to the centralized 


audit organizations" which is contained in DODINST 7600.3 
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referenced above, the areas open to internal review are 
basically not restricted according to the SECNAV 
definition of internal review cited previously. 

Enclosure (1) to SE@NAVINST 7510.8, 
mererenced earlier as the formal implementing instruction 
in the USN, defines internal review and provides the 
following amplifying list of functional elements: 


". . . Internal Review is responsible for examining 
internal management controls, practices and 
procedures at all levels to determine adequacy in 
concept and effectiveness in application. Further, 
it insures that there is provision for financial 
integrity and effective utilization of all 
available command resources. In addition and 

wnere applicable, the Internal Review function 
includes: 


a. Auditing of the civilian timekeeping and 
payroll function (NAVCOMPT Instruction 7540.4A), 
and certain nonappropriated fund activities 
(NAVCOMPT instruction 7540.5A). 


b. Monitoring the correction of deficiencies 

which are revealed by the Naval Audit Service, : 
GAO or by other external reports, analyses or 
observations. 


c. Monitoring and critiqueing the design and 
installation of financial and accounting systems 

and procedures, with emphasis upon the identification 
and use of valid audit trails and other management 
eoncrols. 


d. Providing advice and reviewing the use of 
quality control and other indicators that routinely 
gauge the effectiveness of financial management 

and utilization of command resources. 


e. Designing and applying check lists for internal 
review of areas that are considered unique or 
critical to local command in the safeguarding of 
resources; for example, the areas of (1) physical 
security, (2) ADP security, or (3) to present/detect 
theft or fraud involving government resources. 
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ieee culewine ssarcoUdards Or refinements to existing 
controls for material and financial accountability. 


g. At random occasions, reviewing the proper 
execution of various directed programs such as 

(1) cost reduction, (2) financial reports generated 
by or for the activity, and (3) physical inventory 
and reconcilation. 


[er arcicipating in, trom time to time, reviews 
@t other problem areas, as directed. 


1. Rendering advice on matters of organization 
and staffing within Comptroller areas. 


j. Maintaining liaison with and providing 

assistance to auditors of the Naval Audit Service 
assigned to perform continuous, periodic or integrated 
audits; providing similar liaison and assistance where 
appropmiace to other audit or inspector 
representatives such as the General Accounting Office, 
Inspector General, Command Inspections, etc." / 10 / 

In short, the internal review function 1s a 
powerful management control device available for use at 
mmenwdadiscretion of the local commander or commanding officer. 
Internal review also serves in an advisory capacity to line 
Management as required. 

f. Summary 

This section has defined internal review, stated 
Hes purpose in the DON and described its decentralized 
Organization. The section has also distilled the authority 
for internal review in the DON: and shown, through references, 
the lack of guidance concerning the role and latitude of 


internal review. Also provided, was an overview of the 


function internal review has been assigned in the DON. 
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Prior to describing the benefits to be gained 
from internal review, it is advantageous to repeat the 
NAVCOMPT description of internal review which provides the 
ey tO internal review's value to the local commander or 


commanding officer: 


"Internal review is a function performed within a 

command, at the direction of the head of that command 

Or in pursuance of a plan approved by him, the results 
Memnacheane repented to him.” (emphasis added) / 22:2-2 / 


Wee BENEFITS OF INTERNAL REVIEW 
mee «General 
The benefits to be gained from effective internal 
review have been summarized by The Task Force on Evaluation 
Seeenudit, Inspection and Investigative Components of the 
Department of Defense report dated 1 May 1980 as follows: 


"Internal review is an especially valuable management 
fool in that it combines the responsiveness, ready 
availability and independence of inspectors general - 
with the special analytical skills of internal auditors. 
Thus, it provides an internal control mechanism that 
the commander cannot duplicate with any of his other 
statf resources. Internal review is also invaluable 
to the local commander because it focuses soley upon 
the command's problems, leaving broader, : 
(Department-wide) matters to the internal auditors 
aca senior echelon inspectors general. Finally, 
internal review enables the commander to call for 
audit assistance without simultaneously announcing 
mess problems to the world." / 11:152 7 


Mm Characteristics of Internal Review 





From the above summarization and the professional 
literature which produced the list of benefits presented in 


Chapter I, it is possible to distill a list of the salient 
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@iaracteristics Of internal review. These characteristics 
combine to yield benefits and also to serve as the key to 
acceptance and effective use of internal review by line 
management. 

The characteristics will be listed and briefly 
meeceribed below in order to provide the reader with the 
Meeper semantics tor future reference in this thesis. The 
Meseriptions are distilled from numerous professional 
articles and reports, and from textbooks on the subjects of 
Becounting and auditing. Two particularly valuable 
Mererences for the peculiar “organizational processes" and 
“Bureaucratic politics" viewpoint of internal review were 
The Task Force on Evaluation of Audit Inspection and 
Investigative Components of the Department of Defense 
Report £/ 117, and the NAVAUDSVC review of the DON's internal 
review program. £9 7 : 

a. Responsive 

fhim@ehiswenesisye the term responsive refers 
to both the willingness and capacity to accommodate the 
desires and needs of the local commander. ee aOc sare t 
meer to the ability, technical or otherwise, to perform 
the requirements of a task. It does however, refer to the 
intangible elements of motivation and organizational 
Orientation, and to the tangible limitations of available 
personnel manhours able to be devoted to any particular 


asSignment. 
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b. Readily Available 
This term refers to the accessibility of the 
mametion to the local commander. It refers to the ease 
with which the local commander can communicate with the 
personnel performing the function and vice versa. 
c. Independent 
In@enmcndcit a iiermitS GONteXt, refers not omy 
to the usual interpretation of the term as "being free from 
control of others," / 23:584 / but also to the appearance 
@embeing free. It also refers to the relationship of 
Smeanizations, and to the source of authority and 
reporting responsibilities. This last nuance is linked to 
the characteristic of obtaining "assistance without 
advertising problems" discussed below; and together, they 
may be a strong influence on the local commander. 
oameitabyereally Skilled : 
This term refers to the usual training and 
experience auditors in general receive in analytical 
techniques such as ratio and trend analysis, applied 
feaerstics, regression analysis, etc. 
e. Unduplicatible Internal Control Mechanism 
This term refers to the use of internal 
review aS a management control and its definition as 


internal control (see previous definitions). The 


55 





miypective ‘Wwnduplicatible’ refers to the necessity for the 

mimet2eon to be performed in its entirity and possess all of 

Myeecharacteristics listed herein for it to be effective. 
Concerning this facet of internal review, The 


Task Force on Evaluation of Audit, Inspection and Inves- 


tigative Components of the Department of Defense stated: 

"Thus, the vast majority of duties currently undertaken 

by internal review personnel could not be performed 

by a centralized internal audit organization and, (if 

consolidated), the local commander would be forced 

to devote other staff resources to the internal review 

paerort.'' / 11:140_7 

This supports the view that the function 
mertormed by internal review cannot be performed in its 
entirity, or even in its majority, by centralized audit 
organizations; and, if consolidated, other additional 
meeources would be required to "duplicate" the function. 
f. Sole Focus On Local Command's Problems 
This characteristic refers to the undilution 

of the focus and attention of a local command's internal 
meview function. The function is local in viewpoint and 
responsible only for areas unique to the local command, 
or only for segments of a broader area which directly 
affect the local command. [It also refers to the increased 
likelihood that an inquiry will "focus on the local 
commander's precise concerns rather than the auditor's own 
judgement's regarding the wisdom, scope, location, timing 


B@aepurpose of the audit.” /£ 11:149 7 
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g. Assistance Without Advertising Problems 
This characteristic is mostly self-explanatory, 
but one should not interpret the implicit meaning in the 
Semcext Of a "cover-up." Rather, one should construe 
this characteristic as providing the local commander the 
ability to identify and correct problem areas without 
being subjected to additional scrutiny and criticism as 
a consequence of those efforts. /11:1517 
h. Flexible 
This term refers to the ability of a local 
meumetion to shift emphasis or reorder plans as the results 
of new developments. In this manner, it is related to 
the characteristic of responsiveness described above. 
An additional connotation, is the ability of the internal 
review function to conduct audits or reviews of areas that 
are not financial in nature, such as mission operations. 
Peeeoeneanlimes Other Audit Effort 
This characteristic refers to the ability of 
internal and external auditors to "build on" the work of 
the internal review function, rather than duplicating the 
work. In general, this would help to reduce the amount 
Of time required to perform internal or external audits; 
thus reducing the interpretations to local commands. Of 
course, the internal or external auditors would have to 
be satisfied as to the extent and reliability of internal 


mevrew prior to accepting it. 
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j. Provides For Corporate Knowledge 
This characteristic refers to the construction, 
Byer time, Of a repository of information, experience and 
knowledge concerning the local command's unique history, 
operations and problems. This ability stems from serving 
as the command's focal point for liaison with outside 
iispectors and auditors; and also from the fact that 
Eepmoximately 98 percent of the full-time internal review 
personnel in the DON are civilian personnel. / 9:2_/ Since 
maaelitan personnel tend to remain in one location longer 
mean their military counterparts, their penchant for 
assimilating and retaining data unique to the local command 
is greater. This fact, coupled with the wide range of 
internal review activities and interests, combine to provide 
the local commander with an information storehouse of 
obvious management value. = 
Ky Solution Oriented 
This characteristic refers to the perception 

and recurring criticism of outside auditors by commanders 
and commanding officers that: 

", . . many (internal) auditors seemed to dwell on 

finding and reporting deficiencies rather than 

determining solutions, and seldom made positive 

comments on portions of operations found to be 

Satisfactory .. . Managers often believed they 

had a better method to correct the deficiency than 

was recommended by the auditors, but felt that the 


auditors did not adequately consider management's 
Seaution.'" / 11:149-150 7 


28 


=e 





Since the internal review function works for 
the commander, the inquiry is more likely to focus on his 
Miemer precise concerns and, of necessity, dwell on 
solutions to the problems in order to recommend same to 
the commander. / 11:149 7 


3. Benefits of Internal Review 


(Niemen ETEsmuOmDomaecrived 1rom the efrective 
popurcation of internal review are a function of the 
characteristics described in the previous section. In 
Spacer tO properly understand the internal review function 
and also why the similar characteristics of internal 
Baatting do not produce the same benefits, the reader 
should possess some knowledge of bureaucracy. The reader 
Should also understand two models of decision making 
described by Graham T. Allison as the "Organizational 
Process Model" and the "Bureaucratic Politics Model." 
pees 274 7 

Robert P. Haffa, Jr. has summarized these two 
Me@els in his article "Allison's Models: An Analytic 
Approach to Bureaucratic Politics" as follows: 

"The key to understanding . . . (Allison's Models) 
me. LS Contained in Allison's thesis. He states 


that explanations, predictions, and evaluations of 
elicy decisions are significantly influenced by the 


Viewpoint of the analyst. / 25:224 7 


, This model (Organizational Process) assumes 
that policy decisions can be better understood as 
outputs of large organizations rather than as 
rationale choices of single actors. The federal 
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government is more like a mosaic than a monolith; it 

im conalomerace Of S€mi-feudal, loosely allied 
eeealiaaewons, each with its Own interst." But these 
organizations, as the nation itself, are not of a 

mmere Mind. ihus the United States Air Force is a 
component organization of the national government, but 
it is 'an agglomeration of commands, forces, and staffs, 
each with its own institutional interests and goals, 

its own identity and memory.' / 25:225_/ 


. According to Allison's third model 
(Bureaucratic Politics), governmental decisions can 
be analyzed as outcomes of bargaining games. This 
model does not visualize a unitary actor, neither in 
the form of a nation-state nor in the organizations 
that compose the government. Model III concentrates 
instead on the human actors, the players that are 
engaged in a contest of influence and compromise. 
Thus decision making becomes a bargaining process, 


and policy emerges as a political outcome (emphasis 
Sided). 


The essence of the Bureaucratic Politics Model 
1s its emphasis on people. 


: An analyst utilizing Model III .. . would 
concentrate on the political struggles and 
Dureaucratic maneuvering .. . the politics of 
discovering, the politics of issues and the politics of 
mietee." (££ 25:225 / 


The purpose of the above discussion was to emphasize 
the parochial significance of the organizational location 
Or position of the internal review function. The mission 
Smeinternal review: 


", . . to augment the commander's (emphasis added) 
ability to detect problem areas and to respond 
immediately to warning indicators within a command 
(emphasis added) by performing evaluation of command 
programs, procedures and operations, especially those 
meaatced £0 expenditures of funds, use of resources and 
moe control of command property, ‘material and supplies.' 


fii-118 7 
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is thus materially affected by the organizational position 
Gemlocation Of the function itself. The location of the 
mumetion has direct bearing, as shown by Allison, et. al., 
On the viewpoints and attitudes of not only the purveyors 
of the service (the auditors) but also the recipients and 
users of the service (the local commanders). 

This difference in viewpoints and attitudes is 
perhaps best illustrated by several findings of The Task 
Force on Evaluation of Audit, Inspection and Investigative 
Components of the Department of Defense which state in 
Marc / 11:145_/: 


Bue disagree with the .. . proposal to merge 

(internal review and internal audit) because commanders 
meee OeCOMing increasingly reluctant to solicit audit 
assistance from their respective internal audit 
meencies. In this respect, we are in agreement with 

ome earlier study which: 


'found that the commanders at Air Force bases 
Visited generally considered the resident Air Force 
Audit Agnecy auditors as external (emphasis added) 
and preferred to provide for (internal review) 
in-house. Hence, request audits at the base level 
(USAF's equivalent of USN internal review) were 
Pelatively infrequent.' {Joint Department of Defense 
pouay, Report of Survey of Utilization of Internal 
Review Personnal in the Department of Defense and 
Relationship to Internal Audit Function, August 16, 1967) 


: MrcmGerorcesnudit Agency's ‘policy is to 
be responsive to commanders' problems, but (to) be 
selective in evaluating CAP (Commander's Audit Program) 
requests. (Air Force Audit Agency Regulation 
175-110, Ch. 65-2 (h), October 31, 1979) 


iMmels Lespece ws. . Several of the Air 
Force auditors interviewed . . . stressed their 
selectivity in undertaking command request audits and 
indicated that they declined to provide requested 
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audit assistance whenever the problem area identified 


by the (local) commander did not 'merit' audit 
attention. 


The above findings and statements show that, from 
the viewpoint of the local commander, an internal audit 
agency is regarded as being external; and thus available 
services are only reluctantly requested. Also, the 
attitude of the internal audit agency tends to remain that 
of a separate entity with broader objectives, even when 
requested to perform internal review functions as a portion 
of assigned responsibilities. 

This section has thus far presented the reader 
with data from which to develop an understanding of the 
tacit importance of the location or organizational 
position of the internal review function. As demonstrated 
by The Task Force on Evaluation of Audit, Inspection and 
Investigative Components of the Department of Defense, 
locating the internal review function outside of the local 
command tends to produce the situation where internal 
review services are reluctantly requested and reluctantly 
provided. / 11:145 7 

The reader should bear this tendency in mind, as 
well as the dictums of the organization process and 
bureaucratic politics models of decision making presented 
earlier, when contemplating the benefits of internal review 


retendered below. 
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a. Internal review is a strong flexible management 
Eeierol tool Of basically unlimited local scope, 

the use of which is at the discretion of the local 
commander. As shown by the previous discussion, the 
meexibility and discretionary nature of internal review 
is dependent in part, upon the organizational position 
Paeeene function itself. In order to provide 

management control, as defined by Anthony, et. al. f 8:37, 
the function by definition, must be under the direction 
eft the local commander in his or her role as funds 
administrator or resources manager." f 10:2 _/ 


b. Internal review is responsible directly to line 
management, not to outside agencies. Herein lies 
Penniaps the most important facet of internal review. 
It is a benefit in the sense it provides the local 
commander with an investigative, problem-solving tool; 
and a characteristic in the sense of providing the 
local commander with such a tool without opening 

the command, and thus the commander personally, up to 
Maatititonal scrutiny and criticism. £ 11:149-151 7 In 
@rder to completely comprehend the significance of 
this trait, one must consider the environment in 
which the local commander operates and also the 
amplications of the bureaucratic politics model of 
decision making. The environment has been 
characterized not only by the quotations presented 

an Chapter I of this thesis but also by The Task Force 
on Evaluation of Audit, Inspection and Investigative 
Components of the Department of Defense as follows: 


"Throughout the military departments, and to an 
extent not found in civil agencies, decision-making 
authority and corresponding accountability for 
failure (emphasis added) is assigned to commanders 
memevery level. This accountability is magnified 
by the fact that the individual commander's 
responsibilities go well beyond those directly 
associated with the state of training, discipline 


and operational readiness of the unit's personnel 
and equipment. 


The commanders of bases, installations, 
industrial activities and separate commands are 


solely responsible (emphasis added) for all 
(emphasis added) of the support facilities 


required to operate and sustain their command. 
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To meet the foregoing responsibilities 
commanders need local and immediately available audit 
accsmancesc .° £ 11:119=121 7 


The fact that the environment of accountability is 
meal and Om a personal level to the local commander, 
forces the local commander to conform to the 
bureaucratic politics model of decision making. This 
Berticular aspect of the model has been characterised 
by McNallen, Zand and Lewin as follows: 


"In the Political Process or Bargaining Model, the 
Beiianyevaluceo@r Objective 1s the achievement of 
power, influence and personal goals (promotion, 
Fevteneepublter1sey, fame, honors, etc.) of the 
leaders or managers." / 26:45 7 


Thus, because of the personal and accountable nature 
Siete environment, the responsibility of internal 
review to local line management and not to outside 
meeneles 1S of real importance. 


c. Internal review allows the commanding officer to 
concentrate effort and expertise on areas within his 

or her congnizance which are suspect of, or susceptible 
momimetficiency, ineffectiveness, fraud, over- 
Eepenlditure, questions of fact; or areas too financially 
complex to permit a rapid assessment by the 

commanding officer as a layman. In its capacity as 

as independent internal advisory staff function, 
internal review can be directed by the local commander 
to focus on the areas listed above in a manner not 
possible by operational components of the command. 


me :118 7 


d. If well done, the work of an internal review 
function will not be duplicated (but will be built 
upon) by outside agencies, specifically the GAO or 

the NAVAUDSVC. The Task Force on Evaluation of Audit, 
Inspection and Investigative Components of the 
Mepartment of Defense opined that: 


", . . the command's internal review effort would 
contribute to the overall audit service 

Defense directives already anticipate that internal 
auditors will themselves build upon rather than 
duplicate the work of internal review .. . the 
General Accounting Office standards state: 
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'Many governmental entities have internal 
review activities identified by other names, 
such as inspection, appraisal, investigation, 
organization and methods, and management 
analysis. These activities are often in the 
nature of management services, and in varied 
ways they assist management in currently super- 
vising, advising, and reviewing designated 
PMC hOnSmronmpGevent duplication of effort, 
all auditors - regardless of their level of 
government - should use, to the maximum 
practical extent, the work that other 
auditors or internal review personnel have 
previously performed.' (GAO Standards for 
Audit, p. 34) 


Thus, internal review would continue to be a 
supplement to, rather than a substitute for, 
meernial audit.'’ £ 11:154-155 / 


e. Independent internal review affords harried line 
Management an excellent opportunity to "get out of the 
trees and look at the forest." This benefit accrues 
Eeom the characteristics of internal review previously 
discussed and refers to the need of all operational 
managers to maintain the colloguial "Big Picture." 


f. Internal review serves as an expert flexible 
advisory staff to the commanding officer. This 
benefit is especially descriptive of the USN's 
internal review function, which makes extensive use - 
of personnel on an ad hoc basis. £11:130 / This 
allows the local commander to assign functional 
"experts" from other areas of the command to assist 
the internal reviewers in the conduct of special 
analyses, etc. requiring special training or 
seeperience not found in the internal review cadre. 


g. Internal review has the propensity to identify 
legitimate dollar savings which line management can 
apply to other areas. The Task Force on Evaluation 
of Audit Inspection and Investigative Components of 
the Department of Defense has summarized this 
relationship as follows: 


™. . . attention to the more traditional concerns 
for adequate financial audit coverage of assets, 
liabilities, income and expenses, .. . should 
not be relegated to a position of secondary 
importance. The vulnerabilities to fraud, waste 
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and abuse addressed by financial and compliance 
audits, . . . are of constant and pressing concern 
to installation commanders .. . (and) address 
areas in which the commander and his other staff 
advisors are the least equipped to protect 
themselves without professional audit assistance. 


Given the internal auditor's primary 
emphasis on economy and efficiency audits of 
major, service-wide programs and systems, it is 
all the more important that the local commander 
audi. (Capacity Of) internal review." 
fei: 1445 145 _/ 


h. "Internal review augments the commander's ability 
to respond immediately to warning indicators within 
the command by performing evaluations of command 
programs, procedures and operations; especially 

maose related to the expenditures of funds, use of 
resources and the control of command property, 
material and supplies." / 11:118 7 


1. Internal review can serve as the commander's 
focal point, clearinghcuse and follow-up reviewer 

for previous audits by external sources (GAO and 
NAVAUDSVC) or previous internal reviews; and as 
liaison with external audit agencies. This not only 
serves to organize the command's responses to 

Various external audits but also provides the 
framework for the development of a corporate memory 
which was discussed previously. - 


In summary, and to repeat a previous observation, 


if properly organized, staffed and executed, internal 


review could provide invaluable aid to line management in 


many areas; and serve as an extension or alter ego of 


the commanding officer. 


REQUIREMENTS OF INTERNAL REVIEW 


This section will provide the reader with an over- 


view of the requirements for effective internal review. 


Many of the requirements, while important, are self-evident 
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and will receive little discussion. Also of note, is 

that the uniqueness of individual commands precludes 
absolute statements as to the specific amount necessary 

of each requirement. Accordingly, words such as 
esueticient’ or “enough” must be used when descriptions 
are provided. As such, the list developed will be general 
in nature and provide only a framework for the development 
of specific requirements for any given organization. It 
meethe objective of the description, when given, to provide 
the reader with the level sufficiency required, in order 
to provide a goal for the determination of "how much is 
emouch, "' 


ie Organization 


a. internal review should have complete independence 
in order to make recommendations free of pressures 
from other management personnel. (SECNAVINST 7510. 8) 


b. Internal review should have its own budget. : 
{27:94 7 This helps insure independence and lessens 
Mmiescendency to divert internal review resources to 
other areas. 


c. Internal review should have direct access to the 
commanding officer if the circumstances warrant. 
(SECNAVINST 7510.8) 


fmeinternal review personnel should be free from 
assignment to operational roles. f/11:16i_/ For 
example, the use of internal review personnel as 
additional accounting resources. "The special value 
Seeineermal review derives from its independence 
from operational responsibility and its ability to 
provide the commander with objective analyses and 
meports."' / 11:161_7 
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Zea earring 


a. Sufficient numbers of personnel should be assigned 
Bomaccomplish the intent of internal review. 

(SECNAVINST 7510.8) The intent of internal review has 
been outlined previously, and shown to be the perogative 
of the local commander. Accordingly, the local 
commander should assign sufficient numbers of personnel 
to accomplish the duties assigned. 


b. Personnel assigned should have the necessary 
technical qualifications. (SECNAVINST 7510.8) 
SeenavINS!) 751088 states: ‘Typically, the 
auseiplines represented in an internal review staff 
would consist of (1) financial management and (2) the 
dominant technical, scientific or management skill 
represented by the command mission." £ 10:Encl (2) _/ 


©. Adequate training should be provided on a 
continuing basis. (SECNAVINST 7510.8) SECNAVINST 
7510.8 states: "training should include not only 
auditing fundamentals and techniques of critical 
review and examination, but also new areas of 
management interest such as use of ADP applications 

: '" f10:Encl (2) _/ Examples of some of the 
available training are: 


1. Army Audit Agency: 


One-week and two-week courses covering financial 
management, military accounting, statistical z 
sampling and operational auditing. £/ 11:135 7 


2. Auditor General of the USN: 


A basic-level forty-hour course entitled 
"Introduction to Navy Audit and Internal Review." 
fal =136_/ 


3. Naval Postgraduate School: 
Two-week course in pratical comptrollership. 


d. Adequate supervision and guidance should be 
provided. (SECNAVINST 7510.8) Felix Pomeranz has 
provided the following criteria to assist in the 
determination of adequacy of supervision / 27:95-100 7: 
Internal review should have written goals and 
objectives, a policy and procedures manual, written 
audit programs, standards of field work and job 
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descriptions. In addition, the working papers and 
performance of internal review should be 
pertodically evaluated. 
oS lomk bPerrormance 
In listing the requirements of good work 
performance, the thesis draws heavily from NAVAUDSVC Audit 
Program No. 32 - Internal Review in the Department of the 
Navy (January, 1979). Accordingly, unless otherwise 
referenced, all statements and quotations are taken from 
Miec source. 
a. Internal review should have an established audit 
milan that “ensures scheduling of those areas of 
mandatory and traditional audit coverage and allows 
mer Operational studies and reviews especially in 
Enose areas that may lend themselves to fraud or 
abuse." 
b. Internal review should use NAVAUDSVC standardized 
audit programs in the conduct of its review of 


functional areas. 


c. Internal review, as a minimum, should have audit 
coverage of the following functional areas: : 


ieee CiVilztan Payroll and Timekeeping - Audit 
Program No. 2. 


2. Accountability and Control of Plant Property 
and other Navy Property - Audit Program No. 6. 


3. Procurement and Supply Management - Audit 
Bropram Nos. 8, 1L0A, 10B, and 12. 


4. Management of Transportation Equipment - 
mudit Program No. 27. 


2». NoOn-appropriated fund activities - Audit 
Evogram No. 33 
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d. Working papers should properly document the 
reviews conducted. (GAO Standards and SECNAVINST 
gol0. 8). 


e. Internal review should conduct liaison and 
follow-up action. (SECNAVINST 7510.8) 


4. Command Support 

The requirement of "command support" is nebulous, 
MomemrmpOortant to effective internal review. Proper or 
sufficient command support is indicated by such things 
as the existance of command instructions regarding 
internal review, evidence of action by the commanding 
officer on the findings and recommendations of internal 
review and evidence that command attention is focused on 
prividing both the appropriate quantity and quality of 
internal review personnel. / 28:4_/ 

Perhaps the greatest impact of command attention 
meman the area of "motivation." The following excerpt 
from the NAVAUDSVC Audit Emphasis Program on Internal 
Review in the Navy supports this view: 

"Our discussions with Internal Review personnel, 
review of their reports, and observations indicated 
a lack of motivation and assertiveness within the 
@mivision ... We believe that one of the primary 
problems in Internal Review is that the auditors 

feel that management is not responsive to their 
mecommendations, therefore, ‘why bother' 

with a lack of motivation permeating Internal Review, 


the new people (recently hired) could develop 
Sim lar motivational attitudes." / 10:D-3 / 
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F. SUMMARY 

Pits chapeer Graced the history sof auditing, 
differentiated between the various types and levels of 
auditing, and stated the characteristics and benefits of 
effective internal review. The requirements necessary for 
effective internal review were overviewed as well. 

The numerous definitions, references and quotations 
used in the chapter were not intended to add length or 
mimitcer, but to provide the reader with documented 
evidence upon which to gain perspective on the background 
material presented. In such a study as this, the absence 
Seeduantitative data forces narrative descriptions and 
ereuments vice difinitive graphic displays. 

ie cwapter seeked to convey a sense of history and 
development of auditing in general and internal review in 
M@eeticular. In addition, the chapter's objective was to 
imbue the reader with a perspective of internal review 
from the local commanding officer's viewpoint with which 
to assimilate the characteristics, benefits and requirements 
ested. 

fae mext chapter will provide the reader eh the 
current status of internal review in the DOD, concentrating 


Goecne U.S. Marine Corps and U.S. Navy. 
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Phi otro OP SINTERNAL REVIEW 


A. INTRODUCTION 

ie purpose of this chapter is to present the reader 
with evidential matter aon which to judge the current 
Bee2tion Of internal review in the Department of the Navy 
(DON) in as objective a manner as possible. 

This chapter will provide the reader with documented 
survey results which indicate the status of internal review 
in the DON. To a lesser degree, internal review in the 
DON will be compared and contrasted with its counterparts 
in the Department of the Army (DA) and the Department of 
the Air Force (DAF). 

As a possible aid to enable the reader to gain a 
better understanding of the subjective points of the 
discussion, the reader might want to visualize an meena 
review balance sheet" in which the various aspects of 
internal review discussed can appear as asset or liability 
"accounts.'' These "accounts," much like those known in the 
private sector accounting vernacular as "differred costs/ 
charges" or ''differred revenues/credits,'" / 29:13 7 are able 
to assume either "asset" or "liability" classifications 
depending upon the account's balance. Examples of these 
mpes Of private sector items are: prepaid insurance, 
prepaid rent, income taxes payable cr prepaid taxes. 


mero; 1S, 14 7 
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A specific example would be the situation where a 
business entity leases its facilities. In the case where 
mye lsase payments are "prepaid" (i.e. paid on the first 
aapeor the period for the entitlement to use the facilities 
throughout the period), a balance sheet "snapshot" on a 
specific date during that period, would probably show the 
meeount balance as "positive," or an "asset." On the 
Gther hand, in the case where lease payments are paid at 
the end of a period to cover the use of the facilities 
G@umang that period a balance sheet "snapshot" would 
properly reflect some allocated amount as a "negative" or 
Semabrlity account" representing the entity's obligation 
memmidvyetOr 1ts use of the facilities to date. 

While the analogy is not direct or as clear as the 
above example, the various aspects of internal review 
behave in much the same manner. Consider, for illustration, 
Beenceneral category of "staffing." Since all commands 
and field activities are to some degree unique, there can 
be no single measure of sufficient staffing. However, there 
Can be a subjective determination of sufficiency. If the 
determination is that sufficient staffing exists, the 
"account" termed "staffing" would be an asset and have a 
positive affect on the "internal review balance sheet." 
However, if it is determined that staffing is insufficient, 
then the staffing "account'' would be considered a liability 


and have a negative affect on the "balance sheet." 
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Like the financial statement, the "internal review 
balance sheet" has a balancing account. Instead of 
Bretained earnings,” this author offers that the internal 
Ptew balancing account might be designated “effectiveness;" 
and be visualized to carry a "positive" balance - indicating 
effectiveness, or a "negative" balance - indicating 
ineffectiveness. The magnitude of this balance would 
indicate the use of what adjectives such as "more" or "less," 
Should be applied when referring to the interpretation of 
ac 'account." 

Throughout the following discussions then, the reader 
should maintain a mental register of the various "account" 
balances, which culminate in a subjective determination of 


the "effectiveness" of internal review in the DON. 


B. GENERAL 


"There are many important issues we all must contend 
with each day, and I realize that the time available 
Mmaivecxplore Gach Of these is ratner limited. 
Among these issues, however, I consider three to be 
@eeparticular Significance to our financial 
management community - violation reports, overtime 
practices, and internal review (emphasis added). 


. . . With the establishment of an effective 
internal review program, great strides can be made 
in eliminating waste, fraud, and abuse in Government 


Expenditures. Unfortunately, many activities have 
not implemented an internal review program, and many 
of those that have aie Wintec amenenscopemOrw bnelr 
internal review functions to areas not directl 
related to mission accomplishment. (emphasis added) 
In an era when funds an 


ESiene poOImeS are 
@enstantily being cut, a good internal review staff 
meli more than pay for itself. 
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These are matters of considerable importance to 
me and to you and I feel they merit Command attention. 
I would appreciate your conveying to your Commanding 
Officer or Officer in Charge my thoughts on these 
issues." / 30:2 7 

With these words, the acting Comptroller of the Navy 
(NAVCOMPT), RADM S. D. Frost, SC, USN, has summarized both 
the importance and status of internal review in the DON. 

Not only that, he has directed in strong diplomatic 

language that internal review "become" important to the 
DON's financial managers' and levied upon these comptrollers 
and fiscal officers the duty of educating line management 
mecordingly. 

What prompted one of the DON's highest financial 
managers to make these statements? What evidence exists 
to support the conclusion that "'. . . many activities have 
not implemented an internal review program, and many of 
these that have, have limited the scope (of internal ; 
review) .. .?" 

This chapter will seek to answer these questions by 
providing the data upon which this author feels the 
conclusion quoted above was based. In doing so, the 
Chapter will concentrate on four major areas of measurement - 
existence, staffing, organization and performance. Like 
NAVCOMPT, the author will rely heavily upon the work of the 
NAVAUDSVC / 9_7 whose conclusion NAVCOMPT restated above. 


Also, recent surveys by The Task Force on Evaluation of 
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Piatt, Inspection and Investigative Components of the 
Department of Defense (hereafter referred to as the 
Miask Force") £ 11 _/ and by Lieutenant Colonel John C. 
Baggette, USMC / 207 will contribute substantially. 

The "Task Force" states that "several evaluations of 
mmeernal review activities, .. . have challenged the 
overall quality of internal review work performed within 
Defense (Department of).'"' / 11:134_/ The report continues 


femer the following excerpts from the Draft Study of the 


Operations and Relationships of Audit, Inspection and 
Review Groups in the Department of Defense. /11:134, 135_/ 


"The work of most internal review activities was 
very limited in scope and depth, and the quality 
of work was generally unsatisfactory in 72 percent 
of the reports and workpapers we reviewed." 


"In the Army .. . only 41 percent of the work 
done by these activities met the minimal standards 
for audit. Audit programs normally were not 
prepared ... and data collected .. . was often 
not sufficient to support the findings contained 
mi reports." 


"Only three of the seventeen Navy internal 
review offices we visited were doing any work which 
met audit standards." 
"We reviewed five reports and workpapers 
(undertaken by Marine Corps internal review 
personnel) and found that minimal audit standards 
had been met in one." 
The above summarization emphasized shortcomings relating 
to the measurement areas of organization and work performance; 


Meamely: “limited in scope and depth" and “generally 


unsatisfactory." It is interesting for purposes of this 
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thesis, to note that while the characterization holds 
true for all the military Departments that were reviewed, 
the DON (USN and USMC) appears to be the worst (17.6 
memeent and 20 percent respectively, compared to 41 percent 
for DA). 

Prior to concentration on the DON, it would be 
beneficial to understand the internal review functions of 
DA and DAF. Accordingly, the next two sections will outline 
for the reader the eteanization and status of the internal 
review functions of the DA and DAF in order to provide a 


basis for comparison and contrast. 


C. INTERNAL REVIEW IN THE DEPARTMENT OF THE ARMY (DA) 
i History 

The DA internal review function was established 
shortly after the passage of the National Security Act _ 
Amendments of 1949 for the purpose of enabling commanders 
to "examine subordinate activities with identified or 
possible problems and to decide upon remedial measures." 
fe: 2 7 

Initially, the internal review groups were 
organized under the local comptrollers, with guidance and 
monitoring from the Comptroller of the Army who delegated 
mis responsibility to the Army Audit Agency. / 31:2 7 

In 1974, the internal review function was 


transferred to the Inspector General of the Army at the 
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Army Staff level; and likewise, the local internal review 
EumetLons were placed under their respective Inspectors 
General. The Army Audit Agnecy was also reassigned to the 
Inspector General of the Army and retained its responsibility 
fo monitor local internal review functions. / 31:2 _/ 

In 1978, the Comptroller of the Army regained 
cognizance over internal review, while oversight 
responsibilities remained with the Army Audit Agency. 
Since 1978, most local internal review groups have been 
reorganized under their respective local comptrollers. 
feot:2 / 

me current Organization 

The Army internal review system consists of three 
hierarchical levels as shown by Figure III-1l. At the 
G@epartmental level, one GS-510 auditor is responsible, 
Eme@er the cognizance of the Comptroller of the Army, for: 
fot. 4 7 


a. Promulgating policies and monitoring execution 
of internal review in the DA. 


b. Interpreting policy for internal reviewers 
throughout the DA. 


c. Prescribing the contents of technical audit 
training for internal reviewers in the DA. 


d. Distributing copies of Army Audit Agency audit 
regulations and circulars to all internal 
review groups. 
At each of the major commands and Army Staff 
agencies, from two to sixteen internal review personnel: 


[1:2 7 
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a. determine and issue policy. 

b. provide coordination. 

¢. provide follow-up and liaison. 

fee plan and accomplish special request audits. 


e. monitor internal review activities at the 
installation level. 


At most installations, from one to twenty internal 
reviewers have the major responsibilities of: / 31:5 / 


a. programming, audit planning and conducting 
audits of appropriated and non-appropriated funds. 


b. providing liaison with assistance teams from 
DA, major Army commands and external audit 
organizations such as the GAO. 


Cc. ascertaining if previously disclosed 
difficzencies have been corrected. 


The Comptroller of the Army, through Army Regulation 
ee. has prescribed the role, responsibilities and scope of 
Meecrmial review throughout the DA. These policies are 
fesigned, in part, to create uniformity in the performance 
of internal reviews, subject internal review personne! to 
professional auditing standards, and promote the enhancement 
memincermal review personnel’s qualifications. / 31:67 
Bmemenrust of the Comptroller of the Army's program, is to 
increase the effectiveness of internal review by improving 
the caliber and performance of assigned personnel. / 31:6 7 

The Comptroller of the Army monitors compliance 
meemeprescribed policies through on-site visits, by the 


one departmental level internal reviewer. { 31:7 7 Each 
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command's internal review program is reviewed on a two or 
three-year cycle, with a written report submitted to the 
Comptroller. / 31:7 _/ 

At the major commands and DA staff elements, the 
internal review function is responsible not only for 
reviewing the programs of its respective major command or 
DA staff element but also evaluating the internal review 
mimetions of subordinate commands and installations. / 31:7 _/ 
In accomplishing this mission assignment, these internal 
review groups: 


a. evaluate and monitor subordinate internal review 
functions by 


1. examining and approving each installation's 
annual internal review program. 


2. conducting annual or semi-annual surveilance 
visits of each subordinate internal review element 
mm Order to: 
(a) evaluate changes to annual program. E 
(b) audit accomplishments. 


(c) monitor compliance. 


(d) ascertain problems in training or staffing. 


A written report of the findings is made to the head of 
the local internal review group, who must respond through 
me Local comptroller. / 31:8, 9 _/ 


b. provide and interpret policy guidance to subordinate 
internal review functions. / 31:9 


c. issue "Awareness Program" reports. These reports 
are basically a compilation of deficiencies disclosed 
by audits and reviews at installations within the 
major command. They list the most significant 
deficiencies in terms of dollar amount and frequency 
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of Occlrance; and set forth actions necessary for 
correction. These reports are designed to encourage 
commanders who are not audited to examine their own 
operations and take remedial measures where required. 
The reports are not released to external audit groups 
or DA elements above the major command level. / 31:9 7 


d. prepare internai review programs, perform audits, 
monitor audit compliance and provide liaison service 
for their respective command. / 31:10 7 

At the installation level, the internal review 


function is designed to: 


a. furnish the local commander with an independent 
appraisal of operations within the local command. 


peel: 11 7 
b. assist installation activities in determining 
problem areas and deficiencies; and recommending 
@errective actions. / 31:11 / 
c. act as the local command's focal point in 
monitoring audit compliance and providing liaison 
with external audit groups. / 31:11 7 

The installation internal review function 


accomplishes these mission tasks by: 


a. developing an annual internal review program 
@eework and training. / 31:11 7 


b. performing appropriated fund reviews including 
financial and compliance, economy and efficiency, 

and program results reviews. / 31:12 7 

c. conducting non-appropriated fund audits. f/f 31:14 7 
d. accomplishing follow-up reviews. £ 31:14 7 


e. providing liaison with all external audit teams. 


fo il:15 7 
The Corps of Engineer's internal review group 


performs many of the same functions listed above; but also 
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Mas tne assigned task of auditing civil works contracts, 
eeresponsibility shared only with the Defense Contract 
Peait Agency. / 31:16 / 

In summary, the DA internal review function is a 
three-tiered hierarchical organization organized under the 
Bomptroller of the Army. Each level has responsibility for 
the elements subordinate to it in the hierarchical structure; 
and are subject to evaluation and review themselves by the 
next higher hierarchical tier. The other missions and 
responsibilities of internal review in the DA are not 
Suvpstantially different from those described in Chapter II 
aS applicable to DON. 

eee > tatfing 

As of 30 September 1979, the DA had a total of 
1,108 internal review billets. / 31:18 7 1,016 of these 
were auditors, and 92 were administrative slots. / 31:18 7 
The vast majority of the auditors were civilian; 1003, or 
eee percent of the total. / 31:18 _7 The hierarchical 
eotridution of auditors was as follows: / 31:18 / 

a. Department level - 1 


b. Major command level - 135 (average of 5.9 
personnel per command) 


Cc. Installation level - 880 (average of 3.8 
per installation) 


For fiscal year 1979, the internal review costs 
within the DA were $25.3 million for personnel, $1.1 million 
for travel and $0.6 million for other support; for a total 
feo 27 million. / 31:18 7 
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(Main ecmecemmtor the numbers Of personnel, the 
Comptroller of the Army recently conducted an analysis 
which concluded that 254 additional auditors were necessary 
for acceptable audit coverage. / 31:19 7 Figure III-2 
provides a graphic comparison of Internal Review Staffing 
mothe DOD. 

DA internal review personnel are required to De 
_qualified auditors. £ 31:19 7 Applicants for positions must 
fMeve the following qualifications: £ 31:19 7 

meeoo-5 auditor - Four years of college study in- 
cluding twenty-four semester hours of accounting and 
auditing, or possess a baccalaureate degree in 
accounting. Four years of professional accounting 
Or auditing experience is an acceptable substitute 
for the educationai requirements. 

b. GS-7 auditor - In addition to the requisites 
above, must have completed one year of graduate 
study in accounting or auditing, or have at least 
ene additional year of professional experience. 

Training of internal review personnal in the DA- 
consists of the usual on-the-job training, work assignment 
rotation, formal training classes conducted by the Army 
Audit Agency and other specialized training courses 
developed and sponsored by both the DA and outside agencies. 
£ 31:20 7 In the fiscal year 1978, 175 internal review 
personnel attended the classes offered by the Army Audit 
Agency; and in fiscal year 1979, the number of attendees 
were 244, / 31:20 7 These classes covered such areas as 


automatic data processing, statistical sampling, logistic 


management and the financial aspects of procurement. / 31:20 7 
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The specialized training courses offered, cover audit 
Subjects ranging from financial management, military 
accounting, planning, programming and budgeting systems, 
and operational auditing to basic and advanced automatic 
Maca processing. /{ 31:21 / In fiscal year 1978, 280 internal 
review personnel attended these courses; and in fiscal 
year 1979, 300 attended. / 31:21 7 Figure III-3 provides 
a comparison between DA training and DON training. 
4. Work Performance 

Internal review groups in the DA make use of 
standard Army Audit Agency audit programs to aid in 
improving their performance. / 31:7 7 In addition, each 
anteérnal review group is required to prepare an annual 
internal review program which is reviewed and approved to 
ensure that all mandatory reviews (non-appropriated fund 
audits and follow-ups of previous audits) are scheduled, 
appropriated fund areas are adequately covered, eee 
commanders’ requested work is performed, and that training 
Heeplanned. / 31:8 7 

Generally, speaking, the major command internal 
review groups spend most of their time performing duties 
other than audits, follow-ups and compliance work. / 31:10 7 
The reasons given for this, are staff limitations and the 


demands of other duties. / 31:10 7 
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Goncerning this figure, the Depute Comptroller of the Navy 
stated: "Obviously, many of these students were not - 
members of formal internal review staffs. The individual 
sommands control the selection of attendees and they 

tend to use the course for training any of their personnel 
involved in financial management." / 11:136 / 


The Task Force stated that in its review of the USN it: 


"found few internal review personnel who had been 
@menorized to attend." / 11:136 / 
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At the installation level, approximately 25 to 30 
Mereent Of atiditor time 1s expended on reviews of 
meoropriated fund activities. £ 31:12 7 Audits of non- 
Eppropriated fund activities consume approximately 25 to 
40 percent of the available auditor time, much of which in 
mandatory reviews. f 31:14 7 The regulatory requirement to 
conduct follow-up reviews of previous audit findings occupy 
m=ueeeximately 25 percent of available auditor time. / 31:14 7 
The remaining 5 to 25 percent, is spent on items such as 
providing liaison with external audit organizations. / 31:15 7 

During fiscal year 1979, the DA's internal review 
Meouns issued 6,803 reports. / 31:18 7 O£ the 3,430 reports 
issued during the first six months of the fiscal year, 
456 (13.3 percent) concerned audits of civil works contracts 
and 998 (29 percent) dealt with either non-appropriated 
fund activities or follow-up reviews. £ 31:18 7 The - 
Pemaining 2,081 (60.7 percent) dealt with appropriated fund 
Beeavities, with over half (1,131 or 54.3 percent) 
resulting from reviews of such areas as fund controls and 
expenditures, material acquisitions, material and equipment 
Storage and issues. / 31:18 7 

The Comptroller of the Army has emphasized internal 
mevdew S responsibility to ferret out waste, fraud and 
abuse during the course of every audit. £ 31:22 7 The 


procedures set up to handle disclosures of such situations 
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normally require the internal reviewer to advise the 
local comptroller and commander in writing of suspicious 
findings, inform local Criminal Investigation Command 
representatives, and, if appropriate, the chief of the 
reviewed elements. / 31:22 7 The internal reviewer then 
withdraws from the engagement unless requested to continue 
by the local commander or an investigation. / 31:22 7 
Merane fiscal year 1979, internal reviewers of the DA used 
these procedures to report fraud or potential fraud in 48 
mrstances. / 31:22 _/ 
9. Summary 

Mire Taskeborce: has described the DA's internal 
review program as the "most vigorous" of the Defense 
Departments. / 11:125 7 This description appears to be 
accurate from the data presented above and from a 
comparison with the other services (presented below). ~ 
Notwithstanding the obvious organization, coordination, 


@m@eenierarchical review procedures; the reader is reminded 


meeene findings of the Study of the Operations and 


Relationships of Audit, Inspection and Review Groups in the 
Peeartment of Defense, 3 November 1978, .which stated, in 


part : 


Min the Army .. . only 41 percent of the work done 
by these (internal review) activities met the minimal 
standards for audit. Audit programs normally were 
Meeprepared . . . and data collected .. . was often 
not sufficient to support the findings contained in 
meports.” /§ 11:135 7 


89 





De INTERNAL REVIEW IN THE DEPARTMENT OF THE AIR FORCE 

iP oenera i 

The antithesis of decentralized internal review, 

as exemplified by the DA and DON, is the system established 
by the Department of the Air Force (DAF). Uniike her sister 
services, the DAF does not assign permanent internal review 
personnel to local commandres. /11:131 7 Instead, the 
Air Force Audit Agnecy (AFAA), under the "Commander Audit 
Program’ (CAP), dedicates up to 15 percent of direct audit 
Meme to the special audit needs of local commanders that 
are not otherwise covered by the AFAA's ongoing cyclic 
audit efforts. £11:131 7 Based on current staffing levels, 
this equates to approximately 157 man years of internal 
review as compared to the DA's permanent assignment of 
1,016 internal review auditors. / 32:26 / 

é. Organization 

The AFAA 1S organizationally located so that it 

memorts directly to the Secretary of the Air Force. The 
Assistant Secretary of the Air Force for Financial Manage- 
ment provides technical guidance and supervision on audit 
policy and management matters. The AFAA also has direct 
meeess to the Air Force Chief of Staff (equivalent to 
Mos CNO). £ 32:26 7 

mew AFAA itself, is a regional type organization 


Similar to NAVAUDSVC with branches located at 85 Air Force 
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installations world-wide. / 32:26 7 The mission of the 
AFAA is esentially the same as the Army Audit Agnecy or 
NAVAUDSVC, with the exception that it is the only formal 
organization within the DAF assigned to perform internal 
review type activities. f 11:131 7 

Under the authority of Air Force Regulation 23-28, 
23 May 1979; and Air Force Audit Agency Regulation 
meo-101, 31 October 1979; the AFAA can perform locally 
requested audits on behalf of the local commander of any 
function or activity within their jurisdiction provided 
mmae: / 11:131 7 


a. the audit is not conducted to gather data for 
Moo in responding £0 an inspection report; 


b. the audit is not for data reasonably available 
through command or other sources; 


c. the area in which the audit is requested has 
not been recently subjected to audit; or 


Gee the request is not for an audit of non- 
appropriated funds. 


The limitations described above, coupled with the 
memeenption by local Air Force commanders that resident 
AFAA auditors were "'external,'' have resulted in what is 
essentially the establishment of informal internal review 
Peeoups tO provide the benefits described in Chapter II 
Of this thesis. On this matter, the ‘'Task Force" affirmed 


Memecement with the Joint Department of Defense Study, 


Report of survey of Utilization of Internal Review Personnel 


iene Department of Defense and Relationship to Internal 
Audit Function, dated 16 August 1967 which stated: 
oa 





, Interviews with (Air Force) base commanders 


nd) om comperollers indicated that trouble-shooting 

and one-time studies were performed by either base 

management ee the responsible staff officer, 

operating activity, or an ad-hoc group appointed by 

the base eonenten Mee A A S32) 

In summary, the internal review function in the 
DAF, is organized as an additional function of the 
centralized internal audit agency. The AFAA is limited 
by regulation to the expenditure of not more than 15 percent 
of direct audit time in the performance of these requested 
reviews; and also in the scope of the reviews. The affect 
of these limitations has been shown to be the establishment 
Of informal ad hoc internal review groups at the local 
level, in order to provide the local commander with some 
measure of internal review's benefits. 
ee SO caeting 
In fiscal year 1979, the AFAA had 1,044 auditors 

assigned with an audit budget of $25,0 million. (32:26 7 
This compares to other DOD centralized internal audit 
meemeies as follows: / 32:23-32 _/ 

a. Army Audit Agency: 823 auditors, $24.3 million 

bee Army Corps of Engineers: 150 auditors, $4.5 million 


c. Defense Audit Service: 369 auditors, $14.0 million 


d. Defense Contract Audit Agency: 2,910 auditors, 
$90.0 million 


Marine Corps Field Audit Service: 112 auditors, 
$2. 4 million 


a 





f. Naval Audit Service: 552 auditors, $17.3 million 


Peeeiocal Hon: 5,960 auditors, $177.5 million 
(See Figure III-4 for a graphic display) 


Excludinea the POD-wide organizations, the service 
departments in fiscal year 1979 had a total of 2,681 
Madaters, with annual budgets totaling $73.5 million. Thus, 
of the uniformed services, the AFAA had 38.9 percent of the 
personnel and 34.0 percent of the total budget. 

From these available 1,044 auditors, the AFAA had 
miemaiehority to use 15 percent or 156.6 man years for the 
pempose Of CAP or iamternal review. In actuality, CAP only 
mecounted for 5.1 percent or 55.2 man years of direct 
audit time in fiscal year 1979. / 11:148_/ Again, this 
compares to the 1,016 full-time auditors assigned to the 
DA's internal review groups. The AFAA has estimated, 
Mewever, that it requires 575 additional auditors and 90 
additional support personnel. / 11:143 7 This would 
increase the total available man years for internal review 
meadetions by 86.2 to 242.8. 

4. Work Performance 

The ''Task Force" again referred to the "Joint 
seudy Group'’s'' report in characterizing this area, by 
quoting the following criticisms of local Air Force 


Sommanders: / 11:149, 150 7 
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um. . recurring criticism (of DAF commanders and 
operating officials) was that many (internal) 
auditors seemed to dwell on finding and reporting 
deficiencies rather than determining solutions, and 
seldom made positive comments on portions of 
Mperations found to be satisfactory. .. Managers 
often believed they had a better method to correct 
the deficiency than was recommended by the auditors, 
but felt that the auditors did not adequately 
consider management's solution." 


". . . Many managers commented that auditors 
Were generalists rather than functional experts, 
and often were not sufficiently knowledgeable of 
functions being reviewed when they began an audit. 
As a result, operating personnel were required to 
spend an excessive amount of time briefing the 
auditors and answering their questions." 


Conversely, from the higher echelons of the 
Severnment hierarchy, the GAO has expressly set forth the 
internal audit agencies' duty to place primary attention 
on “operational" audits of service-wide programs for 
economy, efficiency and effectiveness as follows: £ 11:143 7 


"The Audit Agency's use of scarce staff resources 
for secondary efforts (i.e., commander requested 
audits and audits of non-appropriated fund activities) 
and its allocation of one-half its total staff time 

to audits of financial management activities have 
Preniticantly reduced its capability to perform its 
primary mission (i.e. audits for economy, efficiency 
and eftectiveness) and decreased its value as a 
management tool.'' (quoted from GAO report No. FHMSD- 
77-49, “Why the Army Should Strengthen Its Internal 
Pwaait Function," 26 July 1976, p. 31) 


Di. Summary 


Thus, it has been shown that the centralized 
internal review function, as it exists in the DAF, has been 
the subject of criticism from both upper and lower echelons. 


The local commanders, who, by regulation, depend upon the 


5 





AFAA to provide internal review services, have criticized 
the "external" nature of the agency, the manner and method 
of the conduct of an audit, and the lack of local knowledge 
by the auditors, leading to the increased inconvenience 

of local operating personnel. These local commanders, 

it has been seen, have in fact organized their own internal 
review groups using station personnel on an ad hoc basis. 

The GAO on the other hand, has criticized the 
internal audit agencies for devoting too much time and 
effort to the secondary tasks of internal review type audits 
and audits of non-appropriated funds. 

The centralized internal review function then, is 
caught in a true paradox of notable importance: The lower 
echelon avoids the use of the service; and the higher 
echelon criticizes the service which is provided. As 
evidenced by the CAP utilization statistics presented above 
and the selective attitude of internal audit agencies given 
in Chapter II, the net result is apparently a significant 
decrease in the conduct of internal review by "qualified" 


personnel. 


E. INTERNAL REVIEW IN THE U.S. MARINE CORPS 

This section will present the findings of a recent 
mmvey Of internal review in the U.S. Marine Corps (USMC) 
conducted by Lieutenant Colonel John C. Baggette, USMC. 


The survey formed the basis for Lieutenant Colonel Bagette's 
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Master of Science in Management Thesis at the Naval 
Mestoraduate school, Monterey, California. The thesis is 
entitled "A Survey of Internal Review in the U.S. Marine 
Corps;'' and is dated June, 1980. f 20 / All quotations 
and paraphrased material, unless otherwise indicated, come 
from Lieutenant Colonel Baggette's work. 
Mmeoeneral 

Lieutenant Colonel Baggett's total population 
Consisted of 27 USMC internal review groups; 15 shore 
activities, and 12 operational activities. The survey 
mimpled 55 pemeent of this population, or 15 activities. 
{ 20:42 7 In conducting the survey, a questionnaire 
consisting of 25 questions grouped under four major areas 
was used in order to organize data. The four major areas 
surveyed were staffing, organization, work performance, 
Miemereporting. Figures [[1-5, I11-6, III-7, and III-8 are 
Slipntly modified versions of the originals; and graphically 
display the results of the survey. The data displayed 
corresponds to the survey questionnaire, which is reprinted 
as Appendix A to this thesis. 

ee History 

As a component of the DON, the USMC's implementation 
of internal review is the same as that previously outlined 
in Chapter II of this thesis. All DOD and SECNAV directives, 
gnstructions, and other guidance apply equally to the 


USMC and the USN. In addition, the USMC has provided 
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Are sufficient personnel assigned to accomplish the 
Mmiceie OL internal review? 


Do assigned personnel have the necessary technical - 
qualifications authorized? 


Do the working papers reflect the necessary technical 
Bompetence? 


Is adequate training provided on a continuing basis? 


Is adequate supervision provided? 


USMC INTERNAL REVIEW STAFFING 


Paine wal 
98 





of 


a a Compliance 
90 [] Non-compliance 13 


a 





a b Cc d 
Is internal review authorized in a local regulation? 
Does internal review have its own budget? 


Have steps been taken to avoid intentional duplication 
with NAVAUDSVC activities? 


Does the internal review staff have complete independence 


in order to make recommendations free of pressures from 
other management personnel? 


USMC INTERNAL REVIEW ORGANI ZATION 


Figure III-6 
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Is there an annual internal review program that ensures 
scheduling of those areas of mandatory and traditional 
audit coverage and allows for operational studies and 
reviews especially in area that may lend themselves to 
fraud or waste? 


Is the audit coverage of functional areas performed by 
internal review satisfactory? 


Does internal review accomplish the required audit 
liaison and follow-up actions? 


mae internal reviews performed properly? 
Do the working papers properly document the reviews? 


mare internal review programs and objectives revised to 
merlect Changing conditions? 


Are internal review activities directed toward appropriate 
projects rather than clerical tasks? 


Does internal review provide orientation training on the 


provisions of R.S. 3679 to newly assigned personnel who 
will be dealing with appropriated funds? 


USMC INTERNAL REVIEW WORK PERFORMANCE 
Figure Ii[-/7 
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Are internal review findings and recommendations reported 
Boncthe commander properly? 


Does the commander get involved in correction of reported 
aeticiencies? 


Does internal review enjoy the support and acceptance of 
the commander? 


meee tindings dollarized where practical? 
Poe findings usually accepted? 
Are recommendations usually accepted? 


Do internal review reports require a response by the 
mev lewee ? 


pue repores followed up as to whether deficiencies are 
corrected and recommendations considered? 


USMC INTERNAL REVIEW REPORTING 


Figure III-8 
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further guidance through a series of Marine Corps Orders 
(MCO) issued by the Headquarters, U.S. Marine Corps. The 
most notable of this supplemental guidance is contained in 
MCO 7540.2A, dated 24 September 1979, entitled ‘Internal 
Review.'' This document has stated the purpose of internal 
review in the USMC as follows: 


"To provide commanders and organic capability to 
examine, analyze, evaluate and explore those areas 
of operations where known or potential problem areas 
eeerst which may adversely affect the efficient and 
economical use of command resources. 


Internal review represents an extension of the 
financial management responsibilities of commanders 
to ensure that the commitment of resources is in 
accordance with prescribed statutory requirements 
and in conformance with the policies and procedures 
merected by the Commandant of the Marine Corps. 
Within the context, the internal review function 
will periodically assess the effectiveness of 
Meescribed internal control procedures, not only 
for, the accountability, recordation, certification 
and expenditure of appropriated funds, but also for 
the effective use of personnel resources and the 
control of command property, materials and supplies. ~ 


The effective use of internal review will not 
only provide commanders a means for assessing the 
adequacy and quality of internal command operations, 
but will also serve as the basis for the timely 
detection and correction of unsatisfactory 
Semartions and practices.'' / 33: 1, 2 7 
The above description emphasizes the ‘organic" 
Meeene Of internal review in the USMC; and its position 
as an "extension of the financial management responsibilities 


of commanders.'"' It further delineates the financial and 


compliance, economy and efficiency, and program results 
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(effectiveness) responsibilities of internal review; as 
these categories were described previously by this thesis. 
The mext sections will provide the results of the 
Baggette survey grouped into the major areas of staffing, 
Organization, and work performance. The findings will be 
Meesented succinctly. The reader should refer to 
Lieutenant Colonel Baggette's thesis tor a more complete 
discussion of individual findings. 
wee Onganizatione, 20:62 7 
a. Independence 

iiemistiauey Found that 75 percent of the 
internal review groups were locally chartered; and that 
approximately 50 percent of the groups had a separate 
budget. However, the groups were not perceived as unbiased, 
objective, and independent organizations with free access 
Boethe local commander. : 

As stated previously iieenres thesis.) the 
"appearance" of independence is regarded by professional 
auditors as being as equally important as de facto 
independence. £ 35:40 7 The organizational position of 
the internal review group within the local command, does much 
Bemerther enhance or detract from the perception of 
independence. The Institute of Internal Auditors (IIA) has 
bested the concept of independence as the first of its 


five areas of concern for internal auditors. The IIA's 
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meandards £0r the Professional Practice of Internal 
Biiattine Lists this area as: "the independence of the 
Internal Auditing Department from the activities audited 
mia the objectivity of internal auditors." / 15:27 7 
fms, the location of the internal review function in the 
m@erice Of the comptroller in accordance with DON policy, 
merod:) 7 probably amounts to a fatal flaw. / 20:62 7 
Demet Oud ty 

The survey determined that through both local 
regulation and command support, the surveyed activities 
had the necessary authority to accomplish the intent of 
the regulations. 

eye Ota Ine 
eee ouittetency Of Assigned Personnel £ 20:59, 60 7 

Eighty-one percent of the authorized internal 
meview Dillets were filled as of September, 1979; but only 
memeercent Of the activities surveyed considered the 
authorized levels to be satisfactory. The activities 
surveyed also indicated, that as the government-wide 
Campaign against fraud, waste and abuse intensifies, this 
level of satisfaction would be further erroded. In addition, 
it was opined by these same activities, that the increased 
scope of internal review (as defined by MCO 7540.2A of 
24 September 1979) would also contribute to the future 


inadequacy of the authorized billets. 





The survey also found that, contrary to USMC 
Sotcy, the internal review groups were universally 
reluctant to employ ad hoc, temporary or part-time 
reviewers from outside the internal review organization. 

pemelechimea |) Oualifications /£ 20:60 7 

The survey found that most personnel assigned 
to the internal review positions had the required technical 
@iel2aitications. However, many activities questioned the 
adequacy of these requirements in general and for enlisted 
personnel in particular. The survey's findings on working 
Beapers, coupled with the Task Forces' finding which states: 
"We reviewed five reports and workpapers and found that 
minimal audit standards have been met in one;" £ 11:135 7 
seem to bear strong witness to the truth of this inadequacy. 
meetcenant Colonel Baggette conveyed the importance of 
meoper Qualifications when he stated: ". .., internal 
review personnel will function more like auditors than 
troubleshooters in the future and will need the skills to 
match the task." / 20:60 7 The "task," has been clearly 
em@aecogently communicated by the recent actions of 
President Reagan. Within hours of his inauguration, the 
President ordered that the 15 executive departmental 
inspectors general be replaced by, as spokesman James Brady 
described it, people who are "meaner than a junkyard dog in 


ferreting out waste, fraud and mismanagement." / 34:15 7 
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Cena inameee, 2061 / 
iicmamycoveround that only 20 percent of the 

activities were meeting the compliance standard. The 
meson Most often stated was either lack of resources or 
Eraining opportunities. 

deesupervasson. £ 20:61_7 

The survey found the perception that supervision 
was inadequate. This is. evidenced by the fact that two- 
thirds of the internal review groups surveyed, complained 
about a lack of performance feedback. 
5. Work Performance 

HWanmetyethree percent OL the activities surveyed, 
did not adequately schedule necessary reviews such as those 
identified by the Naval Audit Service's (NAVAUDSVC) 
internal review audit program. This audit program (Number 
thirty-two) identifies several areas considered mandatory 
in countering fraud and waste, such as civilian payroll and 
timekeeping, accountability and control of plant property, 
procurement, supply management, and management of 
transportation equipment. 

The survey ,also found total non-compliance with 
General Accounting Office (GAO) standards for working papers. 
These standards require working papers to be complete and 
accurate, clear and understandable, legible and neat; and 
contain only matters materially important, pertinent and 


useful. 
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Based on four criteria, / 20:64 7 the survey 
@oncluded that only about ¢0 percent of the activities were 
mrecompliance with established effectiveness measures. 

Reny os percent of the activities correctly 
reported the results of the reviews conducted to 
the local commander. 

b. None of the activities surveyed regularly 
attempted to dollarize review findings in order to 
better project the magnitude of a problem to the 
local commander. 

c. Only one-third of the surveyed activities had 
ply Orecedure established to ensure the reviewers 
acknowledged the report in writing. 

fee bess than half of the activities surveyed had 


any program of follow up established to check and 
report on corrective actions taken. 


6. Summary 

This section has shown the "organic nature of 
internal review in the USMC and provided the reader with 
mesedefined scope. ; 

fimonescmeinastne 1indings of Lieutenant Colonel 
Peegette’s survey, the section has shown deficiencies in 
all four major areas, but most natably in those of 
Organization, work performance and reporting. In this 
eeenor s Opinion, the deficiency in staffing probably 
Bema be overcome in the short run through increased 
effective use of ad hoc personnel. However, the increased 
Visibility of the internal review function regarding the 
elimination of waste and fraud, not to mention the task 
itself, will most likely result in the necessity to increase 


authorized billets. 
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A deficiency in organization has been shown to be 
Mick Of apparent independence. This deficiency was also 
shown to be one pervading even the private sector to such 
mueextent as to warrant top billing in the [IA's list of 
major concerns. The primary contributor to this 
misappearance of independence was shown to be the 
Organizational location of the internal review function. 

The deficiencies associated with the areas of work 
@erLOrmance and reporting are numerous; but the survey 
commented that the majority could be resolved through more 
effective training of internal review personnel, to 
include revisions of qualification criteria. 

In short, while the internal review in the USMC 
has been shown to be ineffective in several major areas, 
the solutions are feasible and certainly well within the 
realm of accomplishment. The internal review function was 
shown by the survey to be responsive to the local 


commander's needs and directed towards appropriate projects. 


feeeeeuNTERNAL REVIEW IN THE U.S. NAVY 
1. Background 
Pionero Lo70s8 the only central direction regarding 
internal review in the DON was contained in volume I of 
the Navy Comptroller Manual. / 36:1 7 That Manual 
specified that internal review was a comptrollership 


function consisting of eight financially oriented functions 
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Conducted mainly within the comptroller area. £ 36:1 7 
Internal review was specified to be the responsibility of 
each command. No other USN organization was assigned any 
responsibilities regarding internal review. / 36:1 7 

The issuance of SECNAVINST 7510.8 in October, 1976 
re-emphasized the need for internal review in the DON, and 
broadened its scope to include any areas subject to 
inefficiency, misapplication of funds, fraud or theft. / 36:1 7 
This instruction also tasked various headquarters elements 
to issue supplemental guidance; and charged the Auditor 
General of the Navy with the responsibility for developing 
ama conducting training; and for providing technical 
guidance to internal review personnel. / 36:1 / 

More recently, the acting Comptroller of the Navy 
(NAVCOMPT), RADM S. D. Frost, SC, USN referred to the need 
for an effective internal review function by stating: - 

™. . . With the establishment of an effective 
internal review program, great strides can be made 
in eliminating waste, fraud and abuse in 

Pevermment expenditures ... In an era when funds 
and ceiling points are constantly being cut, a good 


internal review staff will more than pay for itself." 


ao 0:2 7 


In the same issue of the Financial Management 
Newsletter, LCDR R. A. Bobulinski, SC, USN reported that: 
ee a Navy Department official noted that internal 
review capability in the Department of the Navy (DON) was 


Saeeyeabout 15 percent effective . . ." £ 40:27 7 
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imeview Of the demonstrated high level advocacy of 
internal review in the DON, the author concurs with LCDR 
mobulinski's question concerning the status of internal 
merew in the DON: ‘“. .. why is this the case?" / 40:27 / 

Mimcmscctmlonewiel attempt to provide evidential 
matter from which the reader may gain insight into this 
apparent gap between high level advocacy and low level 
implementation. 

This section will review the current status of 
internal review in the U.S. Navy (USN) as determined by the 
NAVAUDSVC in its fiscal year 1979 "Internal Review Audit 
Emphasis Program." / 36_/ Under this program, NAVAUDSVC 
required its auditors to examine the performance of the 
mcernal review groups during each periodic or continuous 
femme /) 50:2 / During the period covered (FY 1979), 142 
Seemvities, including all major USN activities, were : 
Seemed. / 36:2 / These 142 activities had a total of 
fmeomruli-time and 35 part-time internal review personnel, 
which represented approximately one-half of the full-time 
personnel assigned to the USN's internal review program. 
foo: 2 7 

This section will be organized into the areas of 
Seeanization, staffing and work performance. The reader is 
mommested to refer to the previous section on internal 


review in the DA for comparisons and contrasts. 
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So Qi metal e Lc 
The Task Force, in comparing internal review in 
the USN with internal review in the DA, stated: "Naval 
internal review also differs from its counterpart in the 
Miomy in that it is totally decentralized." / 11:128 7 
The NAVAUDSVC report has summarized this 
decentralization as follows: 


Pitve basic philosophy of the Navy is that internal 
review is an essential element of a commandin 
officer's system of management control within his 
activity. (emphasis added) The type of personnal 
bo be used, the use of full-time or part-time 


personnel and the precise nature of the functions 
performed generally is left to the discretion of 


each commanding officer. (emphasis adde 


No staff element of the Navy Secretariat is 
assigned any specific responsibility for internal 
review policy, except for that responsibility placed 
on the Batic: General to develop and conduct 


training and to provide technical guidance. (emphasis 
added) Based on the definition that internal 

review is a fundamental element of comptrollership, 
it may be inferred that the Navy Comptroller should 
be responsible for the function, but no one in that 
office is charged with any such responsibility. 


The Chief of Naval Operations has issued no 
directives on internal review and no one in his 
office has been assigned responsibility for the 
mame (iON. 


The Headquarters, U.S. Marine Corps has issued 
a directive (MCO 7540.2A), as have most of the Navy 
eyotems Commands. These directives provide policy 
for implementation of the internal review function 
at subordinate activities." / 36:1, 2 7 
MicmeOlMlowmMenexcerpts from SENCAVINST 7510.8 


dated 15 October 1976 clearly show the intention of 
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SECNAV that internal review in the USN be decentralized 
to the lowest echelon: 


"The Internal Review function is designed to 
provide Commanders, Commanding Officers, and 
Comptrollers with an independent in- house capability 


mee 10: 1../ 


". . . Recipient (of funds) Commanders and 
Commanding Officers are personally responsible 
thereunder for proper funds administration. The 
mametion of Internal Review is implicit in this 
Besponsibility’ / 10:1 / 


"Tt is the policy of the Secretary of the Navy 


that an Internal Review function... , be 
implemented at all appropriate installations and 
meervitcies . . .' y l0:1 7 


". . . the Internal Review function should be 
preeanizationally placed in staff capacity to the 
Comptroller or such other official who may be assigned 
responsibility for administration of funds. However, 
Should circumstances so warrant, the organizational 
placement of the Internal Review functions should not 
meecclude direct liaison with the Commander or 
fommanding Officer.'"' £ 10:1 7 


Biivemobj}eeti ve or the internal Review function is_ 
to aid the Commander, Commanding Officer or 
momptroeller in their role as funds administrators. . ." 
fae0:2 7 

"Resources for execution of the Internal Review 
responsibility will be made available from within 
available resources." / 10:2 7 


vcs tumabonsOl es). (type ot personnel) is a 
memetion . . . of each command.'' / 10:2 7 


"Implementation of the Internal Review function 
is_a command responsibility.” (emphasis added) 7° 10:3 7 
The NAVAUDSVC reported that, of the 85 activities 
with established internal review functions reviewed, 63, 


or over 74 percent, had located the internal review function 


SreaniZationally under the local comptroller. / 36:3 7 
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The organizational positions of the internal 
review functions in those activities surveyed by the 
MeavAUDSVC, that in fact had established internal review 
functions, are shown in Figure III-9. 

The NAVAUDSVC determined that of the 142 activities 
surveyed, 106 (or 75 percent) were of sufficient size and 
complexity to require an internal review function. / 36:2 / 
Of those activities, 20 percent of them (21 in numbers) 
had not established an internal review function. In other 
Herds, based on a sample size of approximately 50 percent, 
there is only an 80 percent compliance rate in the USN for 
establishing an internal review function when one is in fact 
necessary. 

In attempting to explain this rate of non- 
compliance, the NAVAUDSVC offerred the following: 


= 


foes. Lt 1S reasonable to believe that it (non- 
compliance) is due to a local command's decision 


that the billets or resources that would be required 


to expand or establish an internal review program 
are not justified. (emphasis added) This may be 
due to a failure of the command to understand or 
Bemreciate the benefits that an effective internal 
review program can accomplish." £ 36:3 / 

This discussion has shown that the internal review 
function in the USN is totally and intentionally 
decentralized. It has also been shown that only approximately 
SU percent of those USN activities needing an internal 


review function have in fact established one. The NAVAUDSVC 


Opined that local commanders perhaps are not fully aware of 


anh 
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fomptroller 63 74.1 
Commanding Officer 9 10.6 
Resources Manager Z 2.4 
eupply Officer 3 StS 
Budget 1 ee 
Peeounting Systems Officer 2 Ze 
Management Support Division 1 ae 
Investigator 1 ee 
Dnae termined 3 SoD 
Bees ae 100.0 


ORGANIZATIONAL POSITION OF 
USN INTERNAL REVIEW FUNCTION 


FIGURE III-9 
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the benefits of an effective internal review program, and 
offered this as a reason for non-compliance decisions by 
local commands. Based on these facts, the NAVAUDSVC 
@onciuded in part: ‘The policies outlined in SECNAVINST 
7510.8 are only being partially accomplished;"' £ 36:3 / 


and "Many Naval activities have not established an 


internai review program. . ."' £ 36:3 / 
eee otarting 


The Secretary of the Navy's implementing 
mrsceruction, SECNAVINST 7510.8, states: 


miesignation of either qualified full-time, part- 
time, or collateral duty personnel for Internal 
Review is a function of the size, mission and 
complexity of operation of each command." (emphasis 
added) /£ 10:2_/ 


and adds as a separate item: 


“Resources for execution of Internal Review 
responsibility will be made available from within 
available resources." / 10:2 / : 


Additional staffing guidance is provided by 
Enclosure (2) to SECNAVINST 7510.8 which is entitled: 
"Staffing and Training the Internal Review Function." 
This policy document states: 


"The nucleus of the Internal Review staff should 

be an interdisciplinary group collectively possessing 
adequate professional proficiency for the tasks 
required. This acknowledges temporary assignment 

of additional personnel on an ad hoc basis to 
provide a particular internal review study. 
Typically, the disciplines represented in an 
internal review staff would consist of (1) financial 
management, and (2) the dominant technical, 
Scientific or management skill represented by the 
command mission. 





The size and complexity of operations of the 
individual command will determine the mix and ratio 
of the personnel required with respect to grade/rank, 
experience/classification, and whether full-time or 
part-time/collateral duty."  VOvencl, 2.7 


Regarding the training of internal review personnel, 
SECNAV has stated that, "Proper training 1s essential for 
effective performance and vital to the acquisition of new 
skills that are required to audit a broad range of subjects 
for the Command." £ 10:encl. 2 7 SECNAV also envisions a 
meainene function to be performed by the internal review 
momection itself: 


"The Internal Review function provides an invaluable 
training ground for development of future financial 
Management talent. (emphasis adde Consequently, 
training should include not only auditing fundamentals 
and techniques of critical review and examinations, 
but also new areas of management interest such as 


use of ADP (automatic data processing) application 
for data sampling and data retrieval." / 10:encl. 2 _/ 


In its examination of internal review in the USN, 


mae lLask Force found that: 


"A vast amount of (internal) review is conducted at 
smaller activities by people on an ad hoc/collateral 
duty basis. Many of these smaller entities conduct 
reviews from an audit board concept. These 

Standing (audit) boards periodically review a 
specifically assigned function. One board may review 
only the financial soundness of one non-appropriated 
fund element (e.g. the Commissioned Officers' Mess, 
Open) or another (audit board) review civil timekeeping. 
Reports generated in this manner are consistant in 
their distribution with the larger more formal 
@eeivities.'"' { 11:130 7 


For the reader's edification, perhaps the best 


and most widely known example of the audit board concept 
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Menthe 'Casm Verification Board,” which periodically 
(monthly and/or quarterly) conducts a surprise examination 
Mea DON Disbursing Officer's Official accounts. Each 
command having an accountable disbursing function is 
required by the Comptroller of the Navy Manual, Volume IV 
to establish a Cash Verification Board. This manual also 
provides explicit directions for both the make-up and 
conduct of the board, including sample reports and report 
distribution. Membership on this board is a collateral 
duty assigned by the local commander. 

LimteserepoOremon internal review in the USN, the 
NAVAUDSVC determined that approximately 86 percent of the 
personnel assigned to the internal review functions 
examined were full-time personnel. / 36:2 / Of these full- 
time reviewers, over 98 percent were civilian employees. 
{36:2 / Part-time reviewers accounted for 14 percent of 
the personnel assigned; and approximately 90 percent of 
these were also civilian employees. £ 36:2_7 Military 
mewesconnel accounted for just over 3 percent of all 
personnel assigned; and all but one of these were assigned 
as heads of their respective functions. / 36:2 / In fact, 
Maly one of the activities surveyed had an internal review 


function staffed entirely by full-time military personnel. 


foo: 5 / 





Pioieeomeue oe and Iil-ll summarize the internal 
review staffing of the activities examined by the NAVAUDSVC. 
The statistics shown do not include those personnel 
assigned to the internal review function on an ad hoc basis, 
Or assigned to the various local audit boards. 

While the NAVAUDSVC report does not comment 
mirectly on the adequacy of current staffing levels, a 
perusal of attachments A through D of the report reveals 
several instances of staffing shortages or other problems 
purported by the NAVAUDSVC to be examples of "typical 
findings" of the reviews conducted. / 36:3 7 This leads 
one to assume that staffing inadequacies may be considered, 
however tenuously, to be to some degree "typical" of 
internal review in the USN. 

This section has provided the reader with DON's 
Momlcy regarding the staffing of the internal review - 
function; and has summarized the results of the 
NAVAUDSVC's review. The reader was also introduced to 
another much used facet of internal review in the DON, the 
audit board concept. 

The next section will deal with the performance 
of internal review groups in the USN in the discharge of 


their assigned responsibilities. 
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MOLIVITIES' STAFFING 


NUMBER Bene en | 
Metally by full-time civil servants 49 ; 57.6 
Full-time civil service and military 3 3.5 
itetaiiy by full-time military 1 lean 
ig@cally by part-time personnel 17 20.0 
maer-time civil service supplemented 5 5.9 
byepart-time personnel 
Full-time civil service supplemented 5 3.9 
by foreign nationals 
Totally staffed by foreig nationals 7 oa 
Totals 85 100 


SUMMARY OF CHARACTERICTICS OF USN 
ACTIVITIES WITH INTERNAL REVIEW FUNCTIONS 


beoure [IP-i1 
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4. Work Performance 
[ie summarizing internal review in the USN, the 
Task Force offered the following general characterizations: 


"First, the role assigned naval internal review 
personnel varies considerably from one installation 

to another. Second, the analyses performed by naval 
internal review personnel are primarily limited to the 
comptroller area. The Army, by contrast, uses its 
internal review personnel to address aspects of all 
functional areas within the command." / 11:129 7 


The NAVAUDSVC, in its report on internal review 
iene USN found that: 


"Of the eighty-five activities with established 
internal review functions, 41 or 48 percent limited 
the internal review staff to audits of non- 
appropriated fund activities, payroll functions, 
emdyor certain financial areas." / 36:2 7 


Regarding the above findings, the NAVAUDSVC 
Stated that: 


Baverimiting the scope of the reviews, the 

activity also limits their value to management and 
fails to meet the objectives of SECNAVINST 7510.8 / 
which emphasizes that internal review is 

responsible for examining internal management 
controls, practices, and procedures at all levels 

to determine adequacy in concept and 

eftectiveness in application." / 36:2 / 


In addition to the above requirements, Enclosure 
(1) to SECNAVINST 7510.8 provides the following functions 
to be performed by internal review. (paraphrased from 
the cited document) 
feensure that there 1s provision for financial 


ieecrity and effective utilization of all 
available command resources. 
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Beeeaudtt the civilian timekeeping and payroll 
function; and certain non-appropriated fund 
aecivities. 


c. Monitor the correction of deficiencies 
revealed by external audits or reviews. 


d. Monitor and critique the design and 
installation of financial and accounting systems 
and procedures, with emphasis upon the 
identification and use of valid audit trails and 
other management controls. 

e. Provide advice and review the use of quality 
eontrol and other effectiveness indicators for 
financial management and resource use. 


f. Design and apply audit check lists for areas 
Unique and/or critical to the local command. 


g. Review safeguards or refinements to existing 
controls for material and financial accountability. 


ime Review the proper execution of various 
airvected programs. 


1. Review other problem areas, as directed. 


j. Render advice on matters of organization and 
staffing within comptroller areas. 


k. Maintain liaison with and provide assistance 
to external audit, inspection and/or review groups. 


Regarding the actual conduct of internal review and 
mes@eits tollow-up role, Enclosures (3) and (4) to 
SECNAVINST 7510.8 provide the following salient points: 


a. KInternal reviews should be conducted in a manner 
that will minimize disruption to normal operations. 


b. Internal reviews should be comprehensieve 


assessments and evaluations supported by appropriate 
documentation. 
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Ee neinttiabemeetine with operating officials 
should be held prior to beginning a review, with the 
Sbyective Of Explaining the purpose, scope, and 
estimated duration of the review. 


d. Responsible officials and operating personnel 
pnomld be Kept fully informed during the course of a 
review and should normally be given the opportunity 
to comment on findings as they are developed. 


Se ine scope of a review should includewa 
determination of: 


imercompliance with established policies and 
pcocedures, 


ge the reliability of records and reports, 


3. the validity of supporting documentation 
affecting known or suspected problems, and 


4. the effectiveness of the operations 
reviewed. 


f. Statistical sampling techniques should be used 
mere possible, in Order to both improve the quality 
of internal reviews and reduce the workload impact 
mom Oper2tineg personnel. 


feed) Exit conference should be held with responsible 
operating officials to discuss findings and the report 
eomecent . 


“aie comments of responsible operating officials 
gerane the course of the review and at the exit 
meme rence should be considered in preparing the 
report. 


1. The internal review documentation should 

include the preparation of working papers which 
clearly indicate not only the subject areas reviewed 
Pimeealso the purpose, scope, source of data, reviewer, 
amd conclusions of the review. 


7. Line management should be given the opportunity 
Memmeview the facts to be presented in the report for 
Bompleteness and accuracy. 


k. All internal review reports should be submitted 


to the commanding officer via the intermediate 
managers (if any). 
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MEME cimareGOveaualalt Or resolunce-related inspection 
recommendation requiring corrective action should be 
identified for subsequent follow up. 


m. The follow up should be continued until all 
recommended actions are completed. 


feeetine <ollow Up should determine the extent and 
effectiveness of corrective actions. 


o. Records should be maintained to document 
follow-up action. 


pee the liaison and follow-up responsibilities of 
the internal review function also include all 
actions and command correspondence related to 
external audits and resource-related reviews. 


Ge Care should be exercised to insure that the 
internal review function does not become one 
where record-keeping and monitoring subvert 

the primary purpose of reviewing command 
operations. 


Regarding the overall work ethic of the internal 
peview function, SECNAVINST 7510.8 provides the 
following guidance: 


a. The planning and programming of internal reviews 
Should be subject to periodic (e.g. semiannual) 
command review and approved insofar as practicable. 


fee: 2 / 


b. Flexible scheduling is necessary to permit 
special reviews that are responsive to changing 
eencumstances. /{ 10:2 / 


c. Internal review should complement but not 
intentionally duplicate the responsibilities of 
centralized audit organization. / 10:2 7 


d. The reviews performed should be conducted in 
such an independent, thorough, detailed, and 
professional manner as to minimize the necessity 
for duplicative reviews by external audit 
@meanizations. /{ 10:2 / 
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e. The internal review function should, as a 
PPEstepGEiority, alWays serve command. / 10:2 7 


f. The follow-up program is an important element 

of internal review; however, the primary responsibility 

for implementing approved recommendations of internal 

review or external audit rests with line 

management. / 10:2 7 

In summarizing their findings on internal review in 

the USN for purposes of a conclusion, the NAVAUDSVC stated: 

mine policies outlined in SECNAVINST 7510.8 are 

only being partially accomplished. Many Naval 

activities have not established an internal review 

program and many of those that have, limit the 

scope of the internal review staff to areas not 

directly related to mission accomplishment." / 36:3 7 

To support this conclusion, the NAVAUDSVC report 

contains four attachments referred to in the body of the 
report as: ‘typical findings written during these 
reviews (of 142 Naval activities." £ 36:37 Prior to 
briefly paraphrasing these "typical findings" as further 
illustrations of the status of internal review in the USN, 
the significance of the term "typical" must be established. 
Webster defines the word "typical" as: "combining or 
exhibiting the essential characteristics of a group." 
£ 23:1266_7 Therefore, the following characterizations 
were chosen by the NAVAUDSVC to be representative of the 
USN's internal review program as a whole and in general. 
Oily the salient points are presented here as the reader 


has previously been provided with discussions on the 


possible results of ineffective internal review. 
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a. "NAS (Naval Air Station) does not have an 
operational internal review function." / 36:A-1_/ 


Dee NAS had previously requested that an internal 
review billet be established, but CNAVRES (Chief 
of Naval Reserve), because of resource limitations 
declined the request." / 36:A-1 / 


c. "Our (NAVAUDSVC's) review disclosed vulnerable 
(to fraud and abuse) operational areas that are 
not being periodically reviewed." / 36:B-1_/ 


fee ihe activity'’s internal review function is 
almost exclusively limited to auditing non- 
appropriated funds and performing fund 
reconcilations. Audit boards are available to 
assist in reviews of non-appropriated activities 
cmmanre not fully utilized." / 36:C-1 7 


e. "Local instructions list personnel required 
to assist internal review in the audits of non- 
appropriated funds. However, we (NAVAUDSVC) have 
been informed that they are not being used." 


meso: C-1 7 


f. ‘During our (NAVAUDSVC's) review we also noted 
that internal review workpapers were incomplete 

and disorganized. Workpapers were not indexed and 
mrenot clearly indicate the subject reviewed, 
sources, purpose, scope, and conclusions." / 36:C-1 / 


g. "The NAVAUDSVC has developed an internal review 
training plan which outlines training courses that 
should be taken by internal review personnel in 
Beoer to successfully perform internal review 

Mmm~ec tons. A review of the training files of 
mmcermal réyiew personnel revealed that training in 
these areas has not been received." / 36:C-1_/ 


h. "We (NAVAUDSVC) believe that management needs to 
improve its attitude toward Internal Review operations. 
bemereviewed Mine audit reports . . . and found that 
no responses were received for three reports and the 
mesponse time ranged from 1 to almost 5 months for 
MmiewOtner Six reports. During our recent audits of 
other functional areas we identified some of the same 
@emrevencies that have previously been identified by 
Internal Review. If management had been receptive 

to Internal Review's recommendations, we believe 
these deficiencies could have been corrected." 


£ 36:D-17 
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Man acmoverari er: fectiveness of the Internal 
Review Division has been hampered by a lack of 
Sontamurty am leadership. Since its inception in 
1972, Internal Review had had eight Military 
Directors whose tenures have averaged only 9 
months.'' ( 36:D-1_/ 


ieee internal Review personnel lack the 

training to equip themselves to adequately 
perform reviews of certain functional areas, such 
aS, appropriation accounting, non-appropriated 
mondo, DrOGUEeMent, Supply, etc. Furthermore, no 
formal training plans have been formulated for 
the Internal Review Division." / 36:D-1 _/ 


k. 'We (NAVAUDSVC) noted deficiencies in 
accounting for audit man-hours, controlling 
medits, and audit planning." / 36:D-2_/ 


ime internal Review does not perform pre-audit 
Surveys Of functional areas, as a result, man- 
hours are not expended wisely." £ 36:D-2 7 


m. “In many cases, working papers were inadequate, 
randomly placed in review folders, and difficult 

to understand without supplementary explanations 
men the preparer.'' (/ 36:D-3 _/ 


m. "Although some effort has been initiated in 
audit follow up, adequate procedures have not 
been implemented to ensure that corrective action 
is taken on internal and external audit 
recommendations." / 36:D-3 / 


fee NG 6(NAVAUDSVC) believe that one of the primary 
problems in Internal Review is that the auditors 
feel that management is not responsive to their 


recommendations, therefore, ‘why bother'." / 36:D-3 7 
9. Summary 


In summary, this section has provided the reader 
with the existing guidelines concerning the work of 
internal review in the USN. These guidelines cover not 


only the functions to be performed by internal review but 
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mecomthe actual conduct of a review, the follow-up role 
to be performed, and the overall work ethic of the 
internal review function. 

The reader has been provided "typical" audit 
eendings by the NAVAUDSVC in support of their stated 
conclusion that internal review in the USN is only 
mentially accomplishing the established policies. These 
Btiypical" findings have illuminated deficiencies in such 
G@ecas as Existence, staffing, training, audit coverage, 
mane control and documentation, follow-up action, 
motivation, and command support. In short, deficiencies 
have been identified in almost every area which bears on 
mie effectiveness of internal review in the USN. 

The reader may now conclude that, since (a) 
Seefectiveness 1s the relationship between an organization's 
output (work performance) and its established policies and 
goals f 8:5 7, and since (b) the NAVAUDSVC has shown that 
mecetmMal review in the USN is only partially accomplishing 
its policies and goals f 36:3 7; internal review in the 


USN may be properly described as ineffective. 


G. SUMMARY 
[itsechapter has provided the reader with evidential 
matter concerning the status of internal review in the DOD. 
iiiesneader has been exposed to the differing 


Organizations, staffing levels, and performance policies 
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extant in the DOD. The chapter has discussed the 

diversity of internal review organizational structures and 
iaGations, which range from the totally centralized CAP of 
the DAF, through the decentralized but hierarchical internal 
review structure of the DA, to the totally decentralized 
menicture of internal review in the DON. 

The reader has been provided staffing data concerning 
internal review in the DOD; and has been shown the widely 
differing staffing levels which exist. These staffing 
Seieome presented in Figure Iiil-2, range from the 1,108 
internal review personnel in the DA, through the 547 DON 
internal review personnel, to the 33 man-years actually 
expended by the DAF. 

The performance policies prescribed by the various 
@epartments have been shown to vary from the broad 
mandates of the DA and DON to the somewhat limited nature 
of the DAF's CAP. 

The actual work ao nBomEMeE ef the various internal 
review functions has been shown to be deficient in many 
areas; to the extent of being described by several 
reviewing bodies as ineffective. These deficiencies 
Mmeduce deficiencies in scope, staffing, training, audit 
coverate, follow-up action, and command support among 
BeEners. 

Conversely, both the role and perceived importance of 


the internal review function have been shown to be 
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imeceasing im the eyes of DOD financial managers at the 
highest echelons and departmental levels. This situation, 
in the author's opinion, demands a total and complete 
etrategical rethink of the internal review function; from 
meso coals and objectivies, to its staffing levels and work 
performance. This view was also expounded by The Task 
Force, which provided 38 recommendations for the improvement 
@enaudit, inspection and investigative components of the 
moo / 37:Encl. 1 7 

As the author perceives it, DOD's situation regarding 
internal review is similar to a Board of Directors or a 
marer Executive Officer in the private sector examining a 
eieet Of their Organization which is not productive or not 
Measuring Up tO its potential. Under the glaring scrutiny 
Of the profit measure, these responsible managers must 
first review and reaffirm strategic plans such as: ; 
MPdeciding on the goals of the organization and on the 
broad strategies that are to be used in attaining these 
goals;"" / 8:2 / before deciding the management and 
Seerational controls to be implemented. 

Translating this analogy into the DOD's situation, 
those responsible for establishing policy must first 
me-cexamine the essence and essential purpose of internal 
review and determine whether or not to continue; and if so, 
in what mode. From the comments of DOD policy makers such 
as the one by RADM Frost provided earlier, it appears that 


just such a re-evaluation has been performed, with the 
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mieconesbeime rd GecCIsion to continue. The next step in 

the analogy then, is to determine the various management 
and operational controls to be implemented and enforced. 
imese controls are such things as the “rules, procedures, 
merms and other devices that govern the performance of 
specific tasks;" /£ 8:2_7 and "The process by which 
management assures that the organization carries out 

its strategies effectively and efficiently." £ 8:3 7 

iiese controls then, involve the organizational structure 
and location of the internal review function as well as its 
meope, statfling, training, and work performance guidelines. 

As both a final summary of this chapter and as a 
Meetude to the next chapter's analysis of several 
Miiternative methods for providing the controls cited above, 
the reader is asked to recall the "internal review balance 
sheet'' introduced at the beginning of this chapter. Through 
the application of this tool, the reader can make a subjective 
@etermination of the effectiveness of internal review in 
each of the uniformed services; and also gain insight into 
the alternatives presented in the next chapter. 

[It should be re-emphasized at this point, that the 
determinations are subjective in nature and macro in scope. 
Much of the ranking relies on the reader's intuition, even 
when the conclusion appears to be obvious and has been 
supported by the studies and reviews of other investigative 


bodies. 
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Phew eharacteristics Of internal review discussed in 
emapter (Il on page 53 form the basis for comparison of 
the various department's programs; and the categories of 
sufficient number of personnel assigned, and overall work 
performance have been added. 

The rating method is simple and direct; but as pointed 
Sienabpove, intuitive. Each department's internal review 
meoeram was restudied; and based on the previous discussions 
Meerating of 1, 0, or +1 was given using the following 
me ceria: 


ieeeAsset - a@ numerical score of +l was given if 
the characteristic was definitely extant in the 
eaeject program. For example, a decentralized 
function is more responsive to local command than 
a centralized one. This is intuitively obvious, 
even if the section on internal review in the 

DAF had not provided evidence to show the DAF's 
Ber was not responsive. 


Z. Liability - a numerical score of -l was given 
if the characteristic was definitely not extant in - 


Ea@essubject program. For example, a decentralized 
function organizationally placed subordinate to 

the local comptroller is decidedly less 

mteependent In appearance, if not in fact, than a 
SBemctraizized function. Again, this is intuitive even 
if the section on internal review in the USMC had 
Meee provided evidence of this perception. 


5. Zero balance - a numerical score of 0 was given 
zf the characteristic was ambivalent, or if 
mitagating circumstances existed. For example, the 
decentralized nature of internal review in the DA 
gives a perception of non-independence; but its 
ieerarchical structure provides a counteracting 
mereception of independence which mitigates or 
Beeeros-out" the "account." 
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For the purposes of this comparison, each 
characteristic was assumed to be of equal importance. 
Accordingly, the numerical scores were simply summed and 
averaged to provide a composite measure of the 
"effectiveness account'"' balance in the equation: ASSETS - 
Meeeetit PLES = EFFECTIVENESS. This composite measure of 
effectiveness has a possible range of -1 to +1; which may 
be interpreted as ranging from ineffective (-1) to 
effective (+l). In between these two scalar values, lies 
an area probably best described in the vernacular as gray. 
If the author may be permitted a pun on Naval jargon, haze 
gray is not squared away, at least in this instance. 

Although not empiracally based or truly comparable to 
regression analysis, a general rule of thumb may be 
borrowed to interpret the gray area between the scalar 
minimum and maximum. The composite measure derived above 
1s actually a percentage measure of the scalar distance 
from the benchmark of 0 to the numerical score obtained by 
the particular program under review. This may be equated 
for purposes of interpretation to the statistical measure 
r’, which measures the percentage of variance in a dependent 
Variable explained by a change in an independent variable. 
The general rule of thumb usually applied is that a value 
of 0.7 or more is significant. In other words, a score of 
0.7 or more can be said to be either significantly effective 
Or ineffective, depending on the mathematical sign of the 


Measure . 
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Memononueby sieume I1i-12, none of the internal 
review programs in the DOD should be considered significantly 
erfective or ineffective. The DA's internal review program 
comes the closest to being rated as effective. The DAF's 
CAP is the lowest ranked; and the only program receiving 
memegative score. The DON's programs are ranked very close 
to the benchmark, indicating the sensitive nature of the 
ratings received by these programs. In other words, a 
negative shift in the rating of one or two characteristics 
med result in negative scores for these programs. 

iteethe final analysis, 1 appears that none of the 
DOD's internal review programs are in fact effective. 
However, the DA's program appears to be the most effective 
subsequent to both the narrative evaluation and the 
subjective ranking. 

The next chapter will provide the reader with several 
mecermatives for the organization and conduct of internal 
review; and attempt to analyze them with the objective of 


recommending which method should be used in the DON. 
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RESPONSIVE 

READILY AVAILABLE 

INDEPENDENT 

ANALYTICALLY SKILLED/TRAINING 
UNDUPLICATIBLE 

FOCUS ON COMMAND'S PROBLEMS 


ASSISTANCE WITHOUT ADVERTISING 


FLEXIBLE 

STREAMLINES OTHER AUDIT EFFORT 
PROVIDES FOR CORPORATE KNOWLEDGE 
SOLUTION ORIENTED 


SUFFICIENT STAFFING 
OVERALL WORK PERFORMANCE 


ora oe 
COMPOSITE EFFECTIVENESS MEASURE 
NUMERICAL RANKING 
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IV. ANALYSIS OF CENTRALIZATION/ DECENTRALIZATION 


f)6ULLNTRODUCTION 

The previous chapters have provided the reader with 
the historical development of auditing in general and of 
the internal review function in particular. The reader has 
been presented detailed background material on the 
establishment, objectives, and status of the internal 
review function in the Department of Defense (DOD). 

It has been shown that the organization of the internal 
review function within the DOD varies from the totally 
centralized Commander's Audit Program (CAP) of the 
Department of the Air Force (DAF), to the decentralized 
but hierarchical internal review program of the Department 
of the Army (DA), to the totally decentralized internal 
review programs of the Department of the Navy (DON). 

A subjective analysis of the status of the various DOD 
internal review programs has shown that while none were 
either significantly effective or ineffective, the DA 
program was rated the most effective; and the DAF program 
Was rated the least effective. 

It is the author's contention that, notwithstanding 
the incontrovertible requirements of proper training, 
sufficient staffing, personnel expertise, definition of 


and adherence to work performance guidelines, and other 
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moccaiteds tard wor “measurable requirements, the pivotal 
PiecOnet Olean crmrective internal review function in the DOD 
memproper Organization, ineluding the precise definition of 
all attendant relationships. Victor Z. Brink has summed 
up the pervasive nature of this factor by stating: 
™, . . there is however, a central question: what 
priorities should be given to serving corporate 
management (local commanders) versus serving the 
board of directors (higher echelons)?" (emphasis 
maded) ££, 15:29 7 

The answer accorded this question, leads one to the 
type of organization necessary to yield the desired 
imesults. 

In this chapter, the author will seek to answer the 
question posed above; and also provide the reader with an 
analysis of several alternative organizational schemes, 
with the objective of determining which scheme provides 


the best prospect for obtaining an effective internal 


review function in the DON. 


Eee PROBLEM 

In a classical cost-benefit analysis, the problem 
statement is typically an interrogative expression of the 
choice to be made, such as "which weapon system should be 
seauared.'" 

In this analysis, the problem statement may be stated: 
“how to obtain an effective internal review function in 


the DON?" This statement assumes that a strategic 
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decision concerning the internal review function has 
already been made. As shown in Chapter III, one may assume 
mas to be the case from the remarks of high DON policy 
makers such as RADM Frost, SC, USN, acting Comptroller of 
the Navy (NAVCOMPT). 

Therefore, given that an internal review function will 
exist, the objective of the analysis is to determine what 
is the best method of obtaining an "effective" internal 


review function. 


C. ALTERNATIVES 
Levaraimc tne question posed in the introduction to 
this chapter, Victor Z. Brink has stated: 


"There are various sets of arrangements (alternatives) 
momen Could, in some way, separate or integrate 
Mmiese Drvoulties. Those alternative arrangements 
extend from solely serving corporate management 
(total decentralization) to solely serving the 
Beard (centralized audit function), with various 
intermediate combinations." / 15:29 7 


"Between the two alternatives of exclusive 
pervice to corporate officers or the audit committee 
(board of directors) there is a spectrum of 
Possibilities. 


. . primary responsibility to the corporate 
management with a defined secondary responsibility 
momecne audit committee. 


Mee Plimanyeresponsibility to the audit 
committee and a defined secondary responsibility to 
Corporate management. 


- - . equal responsibility to the two users of 
euadait services." / 15:31 _7 
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Paueneomplnposes OL this analysis, the alternatives 


to be considered are: 


t, A totally decentralized function solely serving 
and reporting to the local commander. 


mueee totally centralized function solely serving 
and reporting to higher level management. 


fee A £UNCtiON primarily serving and reporting to 
the local commander, with some defined secondary 
responsibility to higher management. 
mon function primarily serving and reporting to 
higher management, with some defined secondary 
responsibility to the local commander. 
pees tuletion with equal responsibility to both 
higher management and the local commander. 

ieee CRITERION OF CHOICE 

The criterion to be used for deciding which alternative 
should be selected as best achieving the objective of the 
analysis, is one of maximum effectiveness. 

This criterion was chosen because the need for an 
effective internal review function, as shown in previous 
chapters, is being increasingly recognized and given 
Meerority status in the DOD and the Federal Government in 
general. 

Bmiemeriterion ©f cost 1s comsidered by the analysis 
only when the implementation of a particular alternative 
will tend to result in a duplication of the internal 


review function. This is done for two reasons. One, as 


Meeeynative which results in a duplication of effort is 
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Peedctinition noc as Efficient as ome which achieves the 
objective without duplication; and two, as stated by 
PeVCOMPT: “. . . a good internal review staff will more 
@eam pay for itself." £ 30:2 7 

Therefore, in the first case, the alternative which 
results in a duplication of effort to achieve the same end 
meweliminated through inefficiency; and in the second case, 


the cost of the alternative is assumed to be irrelevant. 


Eee ePFECTIVENESS 

Effectiveness has been previously defined in this 
thesis as the relationship between the outputs of an 
Organization and the goals or objectives of that 
Organization. In the private sector, the profit measure 
1S a classical example. Assuming that the organization is 
feeeeaenonl-proiit one, the profit measure 1S a concise _ 
iareator of the effectiveness of the organization's 
Operations. Although the private sector organization may 
have other, additional goals such as increasing existing 
market share of developing new products for new markets, 
eeemso-called “bottom line" is profit. 

Unfortunately, no such concise measure exists for 
determining the effectiveness of an internal review 
function. This problem is not unique to internal review; 


and literally books have been written on the subject of 


measuring the effectiveness of organizations in which 
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either or both the outputs or objectives cannot be 


accurately or objectively measured. One such book by 
Anthony and Herzlinger, entitled Management Control in 
Nonprofit Organizations / 8 / is recommended by the 


author and forms the basis for much of this section. 
inmeondere sO Measure the Effectiveness or an internal 

review function, one must resort to surrogate measures. 
Anthony has defined surrogate measures in a circuitous 
fashion by stating: 

Min the ideal situation, the objective is stated in 

measurable terms, and the output measure is stated 

in these same terms. When this relationship is not 

feasible, as is often the case, the output measure 

represents the closest feasible way of measuring 

the accomplishment of an objective that cannot 

itself be expressed quantitatively. Such a measure 

moecalled a “surrogate” or a "proxy."' / 8:232 7 

One must be careful in the use of surrogate measures. 

Anthony has stated that if the lack of correspondence 
between the objective and the surrogate is not recognized, 
the organization may focus too much attention on the 
Surrogate. / 8:250 7 This dysfunction may even extend to 
the point where achieving the surrogate becomes more 
important than achieving the objective. £ 8:250 7 Anthony 
continues the discussion of surrogates by providing four 
eeamples of OrganiZations which invested the means of 
achieving an objective with the end of actually achieving 
Biemobjective. / 8:250, 251 _/ It is interesting, for 


purposes of this thesis, to note that all four examples are 


of governmental agencies or programs. 
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The surrogate measures of effectiveness to be used 
byeene amalysis will basically be the characteristics of 
effective internal review described in Chapter II. The 
Sesumption being, that if an altermative exhibits those 
characteristics, it will tend to be effective rather 
than ineffective; especially when contrasted to another 
alternative which does not exhibit those characteristics. 

Petals pOlnt in Ehe discussion, the reader may well 
be pondering the thought of "what about the operative 
requirements such as staffing, training, or performance 
guidelines?" As stated previously, these requirements are 
incontrovertible. The answer however, 1s in the question 
itself. These are operative requirements, necessary for 
the internal review function to achieve its objectives once 
maoperation. Without the proper staffing, training, etc., 
maere 1S obviously little prospect for an internal review 
function to be effective in whatever form. In researching 
material for this thesis, the conclusions of various studies 
echoed each other in stating that staffing was insufficient 
and/or poorly trained; and that work performance was 
inadequate. Likewise, the recommendations usually 
counselled increased staffing, more training, and the 
observance of extablished guidelines. The organization of 
an internal review function does not alter these require- 
ments. However, as exemplified by the DAF's CAP, the 


organization of an internal review function does have a 
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direct bearing on its use, or nonuse by the local commander. 
In the author's opinion the point to be made is that to be 
effective, the internal review function must first be 
papaoyed. Only then, do the requirements of staffing, 
raining, etc. become relevant to the analysis. Perhaps 

a good summary is a colloquial one from the game of poker: 
"You can't win if you aren't in; but you surely can lose 
your ante." 

Therefore, the analysis will concentrate on the 
characteristics previously listed; and attempt to measure 
G6acn alternatives’ propensity for exhibiting each 
fecernative. 

The system of measurement will be that employed in 
@aapter III. A numerical score of -l, 0 or +1 will be 
assigned to each characteristic for each alternative. The 
mieecriative receiving the highest positive total score will 
be judged to be the alternative best capable of obtaining 
an effective internal review function, in concert with the 
Operative requirements previously discussed in this section 


omer in Chapter III. 


F. EVALUATION OF ALTERNATIVES 


ime coarse Order Analysis 
The first step in the evaluation, is to seek any 


alternative which may be dismissed for obvious reasons. 


Therefore, the alternatives will first be reviewed briefly 
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to see if such a condition exists. The brief analysis 
provided for each alternative is that of Victor Z. Brink, 
a charter member of the Institute of Internal Auditors (IIA); 
mid) a recoenized authority in the field of internal auditing. 
Dr. Brink's remarks are slightly paraphrased from his 
article in the December, 1978 issue of The Internal Auditor, 
maccea: “internal Auditing: A Historical Perspective 
and Future Directions." / 15 / 
a. Alternative 1 

A totally decentralized function solely serving 
and reporting to the local commander. 

The merit of this arrangement is that the 
Meeal commander can use the internal review group to fully 
serve his or her own managerial needs - free from outside 
restrictions. Under such conditions, internal review's 
emphasis would be primarily on operational auditing plus 
whatever financial auditing activities local management 
believes at needs to discharge its responsibilities to 
higher authority or are required by higher authority. 

However, higher authority would, presumably, 
have to make greater use of the centralized internal audit 
function to care for their needs or, alternatively, 
create a new audit group (a higher echelon internal review 
function?) to provide some of the needed services. 

Since nothing in the analysis above is 


obviously errant, Alternative 1 will be carried forward 
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boa sAltemmatiye Z 

feomame “Comtralized function solely serving 
and reporting to higher level management 

Under this alternative, the internal review 
Eeoup would primarily protect the responsibilities of the 
higher authority and would concentrate on the traditional 
mametions Of compliance, protection, and integrity. 

Under this arrangement however, the role of 
the internal reviewer would more closely approximate that 
of the external auditor. There might also be conflict 
between the work of internal reviewers and the operating 
organization because internal reviewers, to a considerable 
extent, would be checking on local management for higher 
euenority. 

Presumably, internal reviewers would take on 
emmore powerful protective role. In so doing, they could 
directly or indirectly undermine, or even give up, a major 
meace it} Operational auditing. It is also likely - if not 
inevitable - that local management would seek to obtain 
operational auditing services from another organizational 
component or that it would create an entirely new group to 
do in-house operational audits. 

The reader will recall from the discussion of 
the DAF's CAP, that this duplication of effort is actually 


taking place in the DAF. 
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Accordingly, this alternative is dismissed 
Perereasols Of imefficiency and duplication of effort as 
defined in the criterion for choice. 

Ce cc wimaed Ve 

A function primarily serving and reporting to 
the local commanders, with some defined secondary 
responsibility to higher level management. 

Under this alternative, the role of internal 
review to local management would stay much the same as in 
Alternative 1. The dotted-line responsibility to higher 
level management would, presumable, include periodic 
reporting - both in writing and in person - and immediate 
communication between parties as deemed necessary. 

The stated responsibilities would probably 
ferme Particular levels of required disclosure. 

The advantages are that each interested party 
might be able to get everything it needed in the way of 
memvices without restricting the control required by local 
management for achieving effective operations. 

The disadvantages are that there might still 
be some conflict of interest between management and higher 
authority and that higher authority might feel that it was 
not getting enough protection from the internal review 
group to satisfy its expanding needs. 

Since nothing in the analysis above is 


obviously errant, Alternative 3 will be carried forward. 
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dewekitetimarive 4 

A function primarily serving and reporting to 
higher management, with some defined secondary 
responsibility to the local commander. 

Under this alternative, the higher level 
management would be in top control. This alternative more 
fully satisfies governmental pressures for strong 
safeguards. It would, however, have the disadvantage of 
tending to restrict local management in its use of internal 
reviewers in areas of operational auditing. There could 
also be some hostility generated between local management 
and higher authority. The benefits to internal reviewers 
would be that they would retain ties with both groups. At 
the same time, it would pose questions as to whether they 
could adequately discharge both audit roles. Again, local 
mamagement might feel the need for a new audit group it 
moma more effectively control. 

Again, the reader will recall the DAF's CAP; 
and its support by example of the analysis presented above. 
pamece this alternative differs only in degree from 
Alternative 2, it is also dismissed for reasons of 
Miemriciency and duplication of effort as defined in the 
@eecerion of choice. 

See Beer iia tae 60 
ASfunction with equal responsibility to both 


higher management and the local commander. 
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This alternative appears, on the surface, to 
be attractive because it asserts full service of internal 
reviewers to both parties of interest. The major problem 
here, however, is whether this organizational arrangement 
is sound or even realistic. Can an internal review group 
function under two administrators? Admittedly, there are 
some situations where this has been tried with reasonable 
success. The project team, with dual responsibilities 
of the member to the project manager and to the department 
from which he or she has been assigned, is one example. 
However, in such a situation, there is a higher level of 
organizational authority which is reasonably available to 
directly or indirectly resolve any major conflict. It is 
doubtful whether a higher-level arbiter exists between 
local management and higher authority, in any practical 
sense. 

Een mt nGucnatne concept Of equal joint 
responsibility may sound like a good solution, there is 
considerable doubt as to whether it is satisfactory for all 
parties, including internal reviewers. 

Accordingly, this alternative is dismissed for 
the same reasons as alternatives 2 and 4. 

f. Summary 
The first order analysis has eliminated all 


but two alternatives from further consideration. The 
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reasons of inefficiency, duplication of effort, and 
practical unworkability are supported by evidence 
contained in the discussion of the DAF's CAP; and by the 
statements and opinions of Victor Z. Brink. A summary of 
the tendencies of the three eliminated alternatives is 
meovidea by Dr. Brink in his article cited above: 
SOipceance, Jt appears - at least to me - that 
(higher authority) cannot effectively take 
over the role of .. . (local management). If 
macy do, they will need full-time people of the 
@aliber of today's . . . (local commanders). 
In such a situation, the present .. . (local 
commanders) would become .. . (higher managers) 
and simply have new titles. In that case however, 
we would need a new group to monitor : 
(higher authority) in discharging their greater 


operational responsibilities - a kind of superboard. 
Thus we would be back about where we started." 


ae 32 7 
Pieaddheronetce the “full circle” affect 

described by Dr. Brink above, other reasons have been 
expounded against the centralized approach to the internal 
review function. For example, The Task Force on 
Evaluation of Audit, Inspection and Investigative Components 
of the Department of Defense (Task Force) concluded that 
the DAF's CAP and a similar centralized appropach proposed 
by a joint study group within the DOD "might increase the 
likelihood that the audit services available to local 
commanders will be undertaken by qualified and competent 


auditors." £ 11:139 7 However, The Task Force continued 


Beeestating: / 11:139-145 / 
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Dineoursonimion (Ihe Task Force), however, these 
benefits (of centralization) would come at an unduly 
high price because the Air Force's Commander's Audit 
Program and the similar proposal advanced by the 
Joint Study Group would not fulfill important needs 
of local commanders for the following reasons: 

1. Commanders would be forced to rely on 

other staff advisors for many of the services 

currently provided by internal review 

wee ine internal audit components are 

increasingly providing less attention to the 

audit needs of local commanders 

3. The trend away from the local commander's 

audit concerns would not be reversed by merging 

internal review and internal audit 


4. The need for more financial audits would 
nto be served by the proposal 


5. Commanders would be reluctant to request 
local audit assistance from internal audit 
organizations. 

As a final argument in support of dismissing 
the centralization alternatives, the author offers that the 
definition and intended purpose of the internal review - 
mametion previously provided to the reader are to provide 
audit and investigate capability to the local commander. 

A proposal to centralize the internal review function would 
in effect remove the direction and control of the function 
from the local commander and place them under some authority 
higher than the local commander. This would have the 
meaetical effect, in the author's opinion, of adding an 


additional oversignt agency reporting on the local 


commander to some higher authority - at least from the 
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local commander's viewpoint. The logical practical outcome 
of such an action, would be the lowered utilization of 
such a centralized function by the local commander; as 
evidenced by the DAF's CAP, and the attendant comments by 
DAF local commanders which have been previously provided. 

The Task Force referred to this characteristic 
as providing the local commander with "assistance without 
advertising his or her problems."' The author chooses to 
express it in less academic but perhaps more graphic 
terms familiar to most military managers. It is simply the 
survival instinct; and a cardinal rule of survival is 
maot to put oneself on report.” 

Therefore, while the centralization alternatives 
Sevtously have merits, it is the author's opinion, as 
supported by The Task Force, that not only would centraliza- 
tion remove the internal review function from the direction 
and control of the local commander contrary to current 
definition; but also it would result in lowered usage of 
the formal function. 

Eee oecond Order Analysis 
The remaining two alternatives are actually 

differing degrees of decentralization. Alternative l 
proposes a totally decentralized internal review system, 
comparable to the current DON internal review function; 
and Alternative 3 proposes a modified version similar to 


the current DA internal review function. 
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In evaluating two similar alternatives, the first 
eoo is tO eliminate those factors of the analysis which 
are, in effect, the same for both alternatives. The 
analysis can then concentrate on those evaluation factors 
which are different; and thus relevant to the analysis. 

Accordingly, because of the decentralized 
Sreanization of both alternatives, the evaluation factors 
of responsiveness, ready availability, unduplicatibility, 
focus on command's problems, flexibility, accumulation 
of corporate knowledge, and solution orientation were 
judges by the author to be approximately equal for both 
alternatives. This judgement was based on the definitions 
provided for these characteristics in Chapter II when 
viewed from a decentralized perspective. 

The remaining evaluation factors of independence, 
analytical skill, assistance without advertising, and 
Streamlining of other audit work are discussed below. 

a. Independence 

As previously stated, the appearance of 
independence is viewed by the auditing profession as being 
as equally important as actual independence. From this 
Standpoint, it is obvious that an internal review function 
Oorganizationally located subordinate to a local commander 


will not appear to outside observers as independent. This 


2 





Statement is supported by Robert H. White, CIA, in his 
article "Can Government Auditors Be Independent?" Mr. 
White states: 
"The presumption of independence is considerably 
weakened, in my view, in the employee - employer 
molationsiip and evidence sufficient to offset 
this loss would have to be available, in the case 
of government, to all government constituents." 
te: 417 
In the case of Alternative 1, no such evidence 
is available to offset the perception of non-independence. 
iimrlternative 3, the existance of clearly defined 
secondary responsibilities to higher authority including 
as Dr. Brink envisioned " periodic reporting" and "immediate 
communication between parties;'"' serves to mitigate to some 
eerent the perception of non-independence. Accordingly, 
meteetnative 1 1S given a numerical score of -1; indicating 
the lack of apparent independence. Alternative 3 is given 
a numerical score of 0, indicating the mitigating effects 
of the secondary responsibilities to higher authority. 
The numerical scores of each alternative will 
be displayed at the conclusion of the evaluation. 
b. Analytical Skill 
On the surface, the alternatives would not — 
appear to differ on this factor. However, the secondary 
responsibilities to higher authority of Alternative 3 are 


assumed by the author to include professional guidance 


and technical oversignt as exist in the DA's internal 
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review system. The existance of formal oversight by 
professional auditors as to the technical qualifications 
and development of internal review personnel in Alternative 
Beas Opposed to umenforced guidelines in Alternative 1; 
would tend to product more analytically skilled auditors in 
the long run. The Task Force found this to be the case 
when comparing internal review in the DA with internal 
review in the DON; and stated: 
"Thus, unlike the Army, there is no requirement 
that naval internal review personnel possess any 
audit-related background or that they comply with 
auditing standards in the performance of their 
sueres.'' £ 11:128 7 
Therefore, Alternative 1 is given a numerical 
score of -1; based on the historical evidence which indicates 
the tendency of a totally decentralized function, 
mmsupervised by other professionals, to neglect the 
requisites of professional status and analytical training. 
Alternative 3 1S given a numerical score of +l 
Bemechis factor. This is also based on the historical 
data presented by The Task Force, which indicates that the 
modified decentralized function does tend to better 
recognize and provide for professional and analytical skill. 
135 7 
c. Assistance Without Advertising 
POmecitcmcactOn the totally decentralized 


function tends to offer a better opportunity than does 


the modified function with secondary responsibility to 
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higher authority. From the discussion at the end of the 
first evaluation section, this should be obvious to the 
reader. A function totally under the direction and 
control of a local commander is obviously less apt to 
"advertise," than is one which has formal direct 
communication to higher authority including periodic 
meporting. 

The reader is reminded of the discussion of 
this characteristic in Chapter II, which cautioned against 
the interpretation of this characteristic in the context of 
meecover up."’ that discussion stated that one should 
construe the meaning as providing the local commander the 
ability to identify and correct problem areas without being 
subjected to additional scrutiny and criticism. 

Therefore, Alternative 1 1s given a numerical 
meene Of +1 for this factor. <A mumerical score of 0 is- 
given to Alternative 3 because, although the tendency to 
"advertise" is greater, the function is still under the 
direction and control of the local commander. Also, it 
1s assumed that some sort of guidelines such as those 
extant in the DA's internal review program, would exist, 
detailing the "mandatory" disclosures; and that the local 
commander would exercise control over all others. 

d. Streamlines Other Audit Effort 
iMiemuaeine ctOngehis factor 1s im reality a 


function of the factors of independence and analytical 
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Roe = Whiemc@ertinttegon Of this factor refers to the ability 
memouner auditors to “build on" the work of the internal 
review function, rather than duplicate it. This "building 
oe cannot be accomplished until the other auditors are 
first satisfied as to the extent and reliability of the 
femme of the internal review function. Since the characteris- 
tics of independence and analytical skill, when positive in 
nature, tend to support the reliability of the internal 
mevaew tunction's findings, and the depth of the analysis 
used to discover and support those findings; it is logical 
to assume that the alternative exhibiting these two factors 
the strongest would also tend to better streamline other 
audit effort. <A review of these two evaluation factors, 
reveals that Alternative 1 received a cumulative score of 
-2; and that Alternative 3 received a total score of +l. 

Accordingly, Alternative 1 is given a numerical 
feorewoi -1 for this evaluation factor. This stands to 
meason, because neither of the other two ratings contribute 
in a positive manner to providing confidence in the internal 
review function to an outside auditor. 

ALTeriatimemon1S Pawen a numerical rating of 0, 
because the positive nature of the analytical skill factor 
offsets or mitigates the ambivalent appearance of 
mecpendence. These, in the author's opinion, combine to 
produce an atmosphere in which an outside auditor would be 


more confident of the reliability and extent of the 
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internal review effort, than the same auditor would be of 
the internal review effort of the totally decentralized 
fmomct 10n. 
e. Summary 

The second cut has shown the two alternatives 
to be approximately equal in seven of the eleven 
evaluation factors, due to the decentralized nature of both 
alternatives. 

In the other four evaluation factors, the 
alternatives were rated as follows: 


Alternative 1 Alternative 3 





Independence =a 0 
Pmaeytical Skill -1 ca 
Assistance without advertising =o 0 
Streamline other audit effort 2 0 
TOTAL -2 ie 

G. SUMMARY 


Based on the measure of effectiveness and criterion 
of choice defined in this chapter, the results of the 
analysis indicate that Alternative 3 offers the best 
propsect for obtaining an effective internal review 
mame t lon. 

This indication was derived by an analysis conducted 
am the style of a typical cost/benefit analysis. The 


author first presented the contention which led to the 
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analysis; and then provided the reader with the problem 
statement and objective of the analysis. The five 
alternatives to be evaluated were identified; and the 
criterion of choice defined and explained. The use of 
surrogate measures for effectiveness was discussed; and 
the evaluation factors to be used in the analysis were 
identified. 

The author explained why such measures as sufficient 
eeadeting, proper training, etc., were not considered by 
the analysis. The method of evaluation was defined; and 
the basis for decision established. 

The analysis itself consisted of two parts, a "first- 
order analysis" and a "second-order analysis." In the 
first-order analysis, the objective was to eliminate any 
alternative which could be eliminated based on obvious 
reasons. Using a brief analysis performed by Victor Z.- 
Brink as evidence, the first cut resulted in the 
elimination of three "centralization" alternatives. 

The second-order analysis of the analysis concentrated 
on four evaluation criteria, since the other seven factors 
were judged to be approximately equal for both 
peGeriatives. 

ime outcome of the second-order analysis indicates, as 


peaeca Carlier, that Alternative 3 - a function primarily 
serving and reporting to the local commander, with some 
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defined pecondany Bee pOnswD Uhl ty to Rabe re 1 management - 


emrens the best prospect for Obtaining an effective 
Piecriaie review LUNnGtLION, when performed in concert with 
mae Operative requirements of staffing, training, etc. 

The next chapter will further discuss the alternative 
Beoeweetcad, and attempt to define the “secondary responsibility 
to higher management.'' Lastly, the chapter will provide 
recommendations for implementing the alternative selected, 


in the DON. 
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V. CONCLUSIONS AND RECOMMENDATIONS 


A. INTRODUCTION 

The stated purpose of this thesis was to determine 
Ene eee method of accomplishing internal review in the 
imo Navy (USN). The objectives established in Chapter I 
to achieve this purpose were to: 


1. Determine the degree of compliance with current 
directives and preferred practices in the USN. 


Z. Determine the underlying causes of non- 
compliance. 


[ Examane alternatives to improve the 
effectiveness of internal review. 


4. Make recommendations as to which alternative 
offers the best probability of increasing the 
effectiveness of internal review in the USN. 
breaccomplishing these objectives, Chapter III provided 
the current status of the internal review function in each 
of the four military components of the Department or 
Defense (DOD). Chapter III identified deficiencies in the 
meee, Sstatfing, training, audit coverage, follow-up action, 
command Support, and other areas of the various DOD internal 
mevirew functions. 
Chapter III also presented the findings and opinions of 
The Task Force and the Naval Audit Service (NAVAUDSVC) as 


to the reasons for non-compliance with current directives. 


One such opinion by the NAVAUDSVC, was that some local 
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commanders decided that the resources required to expand 
or establish an internal review function were not 
mistitied, possibly due to a lack of understanding or 
Mepneciation Of the benefits of an effective internal 
review program f 36:3 7 

eiepeeushy detimed five alternative organizational 
structures for the internal review function, and conducted 
an analysis of those alternatives using the classical 
cost-benefit analysis as a model. The method of 
evaluation was the "internal review balance sheet" 
developed in Chapter III; and the analysis consisted of 
two stages - a first-order analysis which sought out any 
obvious reasons for dismissing an alternative, and a 
second-order analysis which concentrated on the relevant 
differences of the remaining alternatives. 

iMemcrtreeulOr tie Preceding four chapters was to 
indicate an organizational structure which, when combined 
feeeneche Operative requirements of sufficient staffing, 
mediming, €tc., offers the best prospects for obtaining 
aimerrective internal review function in the DON. 

This chapter will elaborate on the alternative 
selected by discussing the pros and cons of centralization/ 
decentralization, and be redefining the selected 
Meeeumacive in greater detail. Lastly, this chapter will 
provide recommendations for defining and implementing the 


chosen alternative in the DON. 
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B. GENERAL 

ine analysis conducted in the previous chapter 
indicated that a decentralized but hierarchical internal 
review organization structure offers the best prospect 
for obtaining an effective internal review function. 

The specific organizational alternative chosen by the 


analysis defined internal review as: "a function 


Buemarily serving and reporting to the local commander, with 
some defined secondary Gesponsmo Ll Cy to ant Ler management." 


This definition is compatible with the concept of 
internal review as expressed by the Comptroller of the Navy 
(NAVCOMPT) when he stated: 

"Internal review is a function performed within a 
command, at the direction of the head of that 

command or in pursuance of a plan approved by hin, 
mre results of which are reported to him." / 22:2-2 7 

However, the alternative chosen by the analysis 
recognizes that some facets of the internal review function 
such as independence, analytical skill, and streamlining 
other audit work do benefit from some degree of centralization. 

The question of centralizing or decentralizing an 
organization or organization function, is one that has been 
pursued in numerous articles and books on the subject of 
management. Ross A. Webber offers some insight into the 
discussion, in his text on management entitled: Management: 


Basic Elements of Managing Organizations. £ 38 7 
Mr. Webber states: 


Mo 





Neemuralezatnom 1s Not like a disease you either 
have or do not have. The range from centralization 
to decentralization is a continuum, not an either/ 
or dichotomy 


Theoretically, a perfectly centralized 
organization would have one authcratative person 
at the very top who would be all-knowing and perfectly 
wise. Therefore, that person could make all the 
important decisions. The resulting organizational 
performance would be exactly the same as with a 
completely decentralized organization in which each 
lowest level manager is perfectly knowledgeable and 
wise about his or her area of responsibility. Thus 
there is not theoretical advantage to either 
centralization or decentralization; it depends on 
those deceptively simple terms 'knowledgeable' and 
myase'." / 38:378 7 


Mr. Webber further states that: 


"The degree of centralization depends on the particular 
organization, its situation, and its managerial 
Capacities. Each must work out a location along 

the centralization/decentralization continuum 

that best suits its needs." / 38:379 7 


In summarizing the centralization/decentralization 
debate, Mr. Webber offers the following arguments advanced 
mesupport of both alternatives: £ 38:379 / 

1. Arguments advanced in support of centralization: 


a. "Brilliant, energetic, and knowledgeable 
ieoplecwanre rare, Therefore, 1t 1s appropriate 
to concentrate authority in them." 


b. "Whether small or large, organizations 
require coordination and integration of their 
various activities. This is best accomplished 
by a centralized authority who can see overall 
meeds ,"' 


c. "In a fairly sizable and diversified 
Omganization, different functional and operating 
managers will come to think differently and to 
focus on their own units, perhaps exaggerating 
their importance to the whole (suboptimization). 
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From time to time, overall organizational 

interest will require unpopular decisions that most 
personnel will disagree with. Only a centralized 
management can make such decisions." 


dee Contidentiality Of Strategic plans and tactical 
decisions can be better maintained if restricted 
mora small group at the top.” 


Arguments advanced in support of decentralization: 


a. ‘As an organization becomes larger and more 
complex, top management only deludes itself if it 
thinks that it can maintain central control. This 

1s a physical impossibility. Since deteriorating 
control is inevitable, delegation should be conducted 
logically through decentralization." 


b. "Decentralization lodges authority in the 
managers most knowledgeable about the specific 
details of their products, customers, and market 
conditions. Hence, their policies and procedures 
will be more appropriate than those set by 
centralized authorities." 


c. "Decentralization will create organizational 
units small enough for managers to fully understand 
and identify with. If a manager is given sufficient 
authority, the organization can benefit from the 
same kind of commitment and motivation as that of 
the owner-manager." 


d. "Pushing decision-making authority down the 
Organization will provide more people with an 
Opportunity to participate. General motivation and 
job satisfaction will be greater and management 
development more effective." 


As a final aid to the determination of the extent of 


Semeralization or decentralization from which an organization 


may benefit, Webber offers the following questions for 


Gonsideration in the decision process. The implications, 


aS perceived by this author, follow each question 


parenthetically. / 38:379 7 
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1. “Who knows the facts on which decisions will be 
based’) (top Management - centralize; lower 
management - decentralize) 


2. “Who can get the information most readily?" (top 
management - centralize; lower management - 
decentralize) 

3. "Who has the ability and knowledge to make sound 
decisions?" (top management - centralize; lower 
management - decentralize) 


4. "Must speedy decisions be made to meet local 
conditions?" (no - centralize; yes - decentralize) 


5. "Must local decisions be carefully coordinated 
with other activities, or are lccal units fairly 
independent?" (coordination required - centralize; 
independent - decentralize) 

6. “How busy are top-level executives? Who has 

the time to plan versus making operating decisions?" 
scoop Managemens has the time to plan - centralize; 
lower management has the time - decentralize) 

7. “Will initiative and morale be improved by 
Seecueralization’ Will this help the organization?" 
eself-explanatory) 

The foregoing discussion of centralization/decentralization 
Masepresented in order to provide the reader with some 
basic facts from which to judge the subsequent discussions 
and recommendations. 

ities mext sections will further amplify the alternative 


chesen in the analysis; and provide some recommendations 


for its implementation in the Department of the Navy (DON). 
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C. AMPLIFICATION OF ALTERNATIVE 

The alternative selected by the analysis, bears a 
close resemblance to the system currently in operation in 
the Department of the Army (DA). Accordingly, the DA's 
internal review system can serve as a model for designing 
an internal review system for the DON. 

1. Local Organization and Staffing 

As shown by the data presented in Chapter III, the 
DA's internal review functions are for the most part 
Seeenizationally located under the local comptroller. 
Likewise, the majority of DON internal review components 
are also organized under the local comptroller. 

In the interest of providing a greater appearance 
Seminaecpendence, ensuring direct communication, and 
Emmancing responsiveness and flexibility; it is the author's 
opinion that the internal review function should be 
organizationally located in a direct staff relationship 
memeene local Commanding officer. The local comptroller, 
as the command's designated financial manager, should 
have advisory capacities both to the local commander and 
to the internal review function. This would provide an 
additional source of knowledge and informed opinion, to 
both the local commander and to the head of the internal 
review function. 

The Task Force made a similar recommendation which 


was concurred with by the DON: 
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"The local commander should personally direct the 
application Of imternal review resources, and the 
distribution of internal review reports should 


be left solely to the commander." / 37:Encl.1 / 

The Task Force also recommended that the internal 
review function's staffing level be kept small enough 
to provide only a portion of the local commander's cyclic 
audit needs, in order to remain a supplement to, rather 
than a substitute for the internal audit function. 
mee? 2 Encl.1 / 

The DON concurred with this recommendation, 
stating that the departmental level staff office, when 
established, should define the policy. / 37:Encl.1 7 

In the author's opinion, the size of the internal 
review function should be such, as to allow the 
accomplishment or oversight of all required audits such as 
Civilian timekeeping or non-appropriated fund audits; and 
leave approximately 50 percent of the available man-hours 
@eem tor locally originated reviews. 

At first glance this may appear excessive. 
However, the author supports the continued use of the 
local audit board concept as defined in Chapter III; as 
does the DON. £ 37:Encl.17 The revision proposed by the 
author, is in the organization and use of the local audit 
boards. The author proposes that the local internal review 
function be formally delegated oversight authority and 


focal point responsibility for all such boards by the 
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local commander. This would have the effect, in the 
author's opinion, of strengthening the local audit boards 
Byeplacing a professional auditor with full authority in 

a management position. Also, it would relieve the local 
commander of some administrative tasks. In addition, 
there would then exist a single entity within the 
organization (excluding the local commander, of course) 
with cognizance of and control over all audit/review 
functions. This would facilitate both internal and 
external communications in the author's opinion; while 

not degrading, and possibly even enhancing the effectiveness 
and independence of the audit boards, because of the 
independent organizational location of the internal review 
fume t10N . 

In other words, the multitude of local audit 
boards, would be centralized under an independent - 
"internal review manager," who would report directly to 
the local commander. These audit boards would continue to 
be staffed by ad hoc/collateral duty personnel as they 
are at present; but in the author's proposal they would 
be coordinated by the internal review function. 

By using these audit boards to the maximum extent, 
the internal review function could accomplish most 
"required" audit work through the use of trained and 


properly supervised temporary personnel. The system 
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proposed, is analogous to the common practice in private 
sector auditing where a partner in an accounting firm is 
assigned oversight responsibilities for a number of audits 
at the same time. The partner manages an individual audit 
through consultations with what would be the senior 

member of the local audit board in the DON. Thus the 
partner is able to supervise and provide guidance and 
knowledge, without actually performing the work. This 
concept allows one experienced professional to manage many 
individual audits. 

However, the analogy does differ in at least one 
ileertant aspect. The ‘junior’ auditors of a private sector 
firm are employed as full-time professional auditors in 
their own right, and are thus professionally motivated 
for obvious reasons such as career advancement. On the 
Other hand, the personnel assigned on a collateral duty” 
basis to local DON audit boards are normally professionally 
oriented and evaluated for career advancement in fields 
other than auditing. 

While some of these personnel may be engaged in 
related fields such as fiscal management, the majority are 
professionally oriented and evaluated in such non-related 
fields as engineering or aviation. The logical tendency 
1s an audit board member who is motivated toward his or 


her own professional area and not toward the collateral 
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assignment on a particular audit board. The logical end 
result is unmotivated audit board personnel who view the 
assignment as both undesired and undesirable; and who 
tend to perform such a duty accordingly. 

iiemuoctccam net crrecte to the “internal review 
famaeger' 15 an increased requirement to personally supervise 
the planning and conduct of a particular audit, when 
sempared to a partner” in the private sector. 

In the author's opinion, the point to be made is 
that while organizing the local audit boards under the 
internal review function will not eliminate the basic 
motivation/performance problem discussed above, it will 
provide the direct professional supervision and guidance 
now lacking which would tend to improve the quality of 
such audits. 

In addition, the number of personnel assigned to 
the internal review staff frou not have to be increased 
on a one-for-one basis when assigned the task of managing 
the local audit boards. Although each local command would 
be somewhat unique, an estimate could be made regarding 
the number of man-hours necessary to properly plan and 
Supervise all "required" audits to be conducted by local 
audit boards. This man-hour estimate would vary between 
commands depending upon both the quality of internal 
review personnel, and the command support which is provided 


by properly staffing the local audit boards. 
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Added to the man-hours necessary for planning and 
supervising local audit boards, would be the number of 
man-hours necessary for the internal review staff them- 
selves to conduct any additional "required" audits. This 
total "required'' man-hours would serve as a base for 
computation of the man-hours to be devoted to locally 
Smiginated reviews. 

Using the proposal made above, the calculated man- 
ber Ligure would be doubled to determine the amount of 
staffing required to provide the local commander with an 
equal capacity for conducting both locally originated 
reviews, and reviews of local activities which are required 
Pyenigher authority. 

In summary, the author has proposed, based on 
conclusions drawn from Chapters III and IV, that the 
internal review function be organizationally located ina 
fepect Stati position to the local commander. In addition, 
the author has proposed to consolidate all existing local 
audit boards under the cognizance of the internal review 
mametion. in the author's opinion, this would strengthen 
the internal review function itself because of the 
probability for increased command attention; and also serve 
to streamline the work of the various local audit boards 
because of centralized management by a professional auditor. 
Figure V-1 illustrates these proposed organizational 


melationships. 
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TL Departmental Organization 


Deaninceupom@erie current Organization of the 
internal review function within the DA and the 
recommendations of The Task Force; the author proposes 
that the internal review function in the DON be organized 
Mma nilerarenieal structure. In order to preserve the 
independence of the internal audit function when conducting 
an audit of the internal review function, the hierarchical 
entities should not fall under the overall direction of 
the Naval Audit Service (NAVAUDSVC). Instead, the author 
concurs in The Task Force recommendation, as does the DON, 
mae the hierarchical entities should fall under the 
purview of NAVCOMPT, as the DON's financial manager. 
feos: Encl.1 _/ 

The Assistant Comptroller of the Navy (Financial 
Management Systesm) has outlined the following as the 
proposed assignment of responsibilities for internal review 
ime ne DON: / 39:1, 27 

a. NAVCOMPT functions 

1. Career management for internal review personnel 
fe lraining course coordination 

53. Doctrinal guidance (SECNAVINST 7510.8) 

4. Development of staffing standards 

9. Organizational placement guidance 


6. Gathering of management control information 





Pay wuovie Lunections 
imeeeewdit Of Internal review programs 
2. Development of specialized audit programs 

The NAVCOMPT functions are proposed to be 
accomplished by establishing an internal review policy and 
oversight component within the Performance Analysis and 
Evaluation Division of NCFF-2/NAFC0O2. / 39:1 7 

Regarding the implications of hierarchical 
Simeeanization as to the review of local commands by major 
commands, the DON has expressed reservations in extending 
the internal review function to permit major commands to 
perform multilocation audits at subordinate commands. 
f£ 38:Encl.1 7 The reason given, is that this practice 
would subject the subordinate commands to still another 
review of its operations by an external organization. 
fesse :Encl.1 / 

The author concurs in this reservation. The 
author proposes that the internal review functions of 
major commands limit their reviews of subordinate commands 
to reviews of the internal review function only; unless 
a review is requested by the local commander, or evidence 
emerges which indicates possible fraud or gross mis- 
Management of resources. 

iim neposaimis NOt in fact Original. A ‘senior 


command has always had the prerogative of "inspecting" a 


174 





subordinate command. This prerogative is a function of 
the delegation of authority via the chain of command and 
the traditional Naval notion that a senior is ultimately 
mesoonsible for a subordinate's actions. The use of an 
internal review group to perform such an "inspection," 

in the author's opinion, is a logical use of personnel 
resources. Unless specialized technical or operational 
knowledge requirements exist, a professional auditor 
sould be able to conduct such a review more efficiently 
and effectively, with less disruption to local operations, 
mame an ad hoc inspector” not so qualified. In addition, 
the use of an internal review function to conduct such an 
"inspection" provides the senior commander a viable first 
alternative to requesting assistance from such agencies 

as the NAVAUDSVC or the Naval Investigative Service (NIS). 
This alternative provides the senior commander with the 
tieernal review characteristic of "assistance without 
aaasertising." 

Miche tome, in the author's Opinion, the internal 
review function in the DON should be hierarchically 
Organized with the higher echelons charged with the 
routine responsibility for overseeing the professional 
conduct of the lower echelons; much the same way as 
currently exists in the DA. The reader is referred at 


this point, to the discussion of the internal review 
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fmMecton in the DA which was presented in Chapter III. 

iiias discussion provided the salient points of the 
oversight responsibility of higher echelon internal review; 
and is not repeated here for the sake of brevity. 

In summary, the author has proposed organizing the 
internal review function in the DON in a hierarchical 
manner along the existing structure of line authority. 
The departmental echelon would be located in NAVCOMPT; and 
would have the responsibilities listed above. The chain 
of command, so to speak, would flow downward according to 
the existing DON line hierarchy; with each echelon in 
turn being professionally guided and overseen by the echelon 
above, and professionally guiding and overseeing the 
echelon below. This professional guidance and oversight 
external to the command structure, if properly implemented, 
would serve in the author's opinion, to enhance the 
independence and professionalism of internal review 
without detracting from the local commander's prerogatives. 
It sould also provide the local internal review function a 
"professional" chain from which to extract interpretations 
and guidance concerning various rules, regulations, 
procedures, and policies. 

oe Letinition of Secondary Responsibilities 
As defined by the alternative chosen, the internal 


review function's primary responsibility is to the local 


176 





commander. However, some secondary responsibility is 
denoted to higher management. The extent of this secondary 
BeGeOnsioiltyets, Of GCOUrSe, a matter for the highest 
DON decision makers. 

hieismcmpabrenc from the remarks quoted earlier 
concerning the DON's reservation about adding an additional 
review of subordinate commands by an external organization, 
that the present inclination would be to limit the 
internal review function's secondary responsibility to 
higher management. The author concurs in this limitation, 
based on the remarks and usage data previously presented 
regarding the Department of the Air Force's (DAF) 
Commander's Audit Program (CAP); and on the basic 
ierim1clon of the internal review function. 

In the author's opinion, the internal review 
function's secondary responsibilities should be limited 
to only those that are required to assist the local 
commander to ensure that the internal review function is 
performing its mission; or which provide basic management 
information data. The author concurs, as does the DON, 
with The Task Force recommendation that "The reports of 
the Department's (of Defense) internal review 
components should not be included in the Department's 
(of Defense) proposed centralized 'follow-up' procedures." 


feos: Encl.1 7 
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The secondary responsibilities envisioned by the 
author would include such items as the approval of the 
hecal annual audit plan by the next higher echelon only so 
far as to ensure that all "required" audits are scheduled 
in a proper manner; and the routine reporting of basic 
personnel statistics such as positions authorized, 
mesitions tilled, training planned and accomplished, etc. 

The downward responsibilities from the higher 
echelons to the local internal review function would 
Pmetude the provision of guidance, the interpretation of 
pomecy, the provision of audit manual and audit program 
Mpadtes, the provision and explanation of new or existing 
audit procedures, the coordination and assistance with 
epainine requirements, etc. 

In short, the requirements envisioned by the 
author are somewhat analagous to those existing in the ; 
financial management area; but perhaps not quite as 
eeauensive. For example, the local command's fiscal 
officer, by whatever title, is directly responsible to the 
local commander for the proper management and accounting 
of the command's funds. The fiscal officer is provided 
the policy, procedures, direction, and guidance necessary 
to accomplish his or task through a secondary chain of 
responsibility emanating downward from the departmental 


level of financial management. The local fiscal officer 
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therefore, is responsible not only to the local commander 
for managing the command's fiscal resources but also to 

the DON's higher financial managers. On the positive 

pide. it 1s through this secondary or "professional" 

Sraim that the fiscal orficer gains the training, expertise, 
and any additional guidance necessary to best discharge 

his or her responsibility to the local commander. 

The secondary responsibilities of the internal 
review function then, would include the "professional" or 
E@eweto! aspects of internal review. Except for those 
audits required by higher authority, such as reviews of 
non-appropriated fund activities, the "what to audit" 
would be a primary responsibility the internal review 
function would discharge under the direction of the local 
commander. The "how to audit," would be a responsibility 
discharged under the purview of the secondary or : 
"professional" chain. It should be obvious to the reader, 
Mmoteethe better the secondary responsibility is discharged, 
the more benefits are to be gained by the local commander 
Beem the internal review function. 

ieescumiiam. s ene aAuUENOT proposes that the definition 
of secondary responsibilities be one that is restricted 
to “professional" issues or management information data. 
ae overall objective Gieencse Secondary responsibilities 


Should be to assist the local commander by helping to 
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provide a well qualified, knowledgeable, and 
professionally competent internal review function; not to 
constitute an additional avenue of review and inspection 
of the local command by an external organization. 

As the data presented in Chapter II showed, 
internal auditing as an individual component of management 
Semero!, did not begin to truly develop until its practi- 
tioners gained independent, professional status. In the 
auehon's Opinion, if the secondary responsibilities of 
the internal review function serve only to develop and 
Eaomoce the "“professionalization" of internal review, then 
micireobjective will be accomplished; and the 
"professional motivation" thus instilled will provide the 
local commander with a competent internal review function 
without the need for additional external scrutiny of the 


— 


local command. 


D. IMPLEMENTATION IN THE DON 
MimcnctGt Frenort om the status of internal review in 
the DON, the NAVAUDSVC opined that: 


"While our audit reviews did not identify the 
reason for non-compliance with these policies 
(SECNAVINST 7510.8), it is reasonable to believe 
that it is due to a local commands decision that 
the billets or resources that would be required 

to expand or establish an internal review program 
are not justified. This may be due to a failure 
of the command to understand or appreciate the 
benefits that an effective internal review program 
can accomplish. This would indicate a need to 
provide convincing evidence to local commanders on 
the benefits of an effective internal review program." 


m9: 3 / 
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The author concurs with this opinion and submits 
that this "education" of local commanders must be the 
first substantive task in implementing the recommended 
alternative in the DON. In addition, the DON must support 
the local commander by assisting in the determination 
Bom@eprovision of a Sufficient competent internal review 
Sete in the author's Opinion, the current DON policy 
as stated in SECNAVINST 7510.8 of providing for internal 
review resources from within available resources, is not 
comdueivye to thesestablishment or expansion of the internal 
review function, to say the least. 

In a time-of shortages of both personnel and fiscal 
resources, it is logical that many local commanders would 
Gecide in a rational manner that the billets required 
for an internal review staff function were simply not 
justified; given the fact that they must come from some 
other operationally oriented area within the local 
command which 1s possibly already short of personnel. It 
must be a task of higher echelons, even to the departmental 
level, to assist the local commander in both determining 
the number and type of billets required; and securing 
meeoonmme! to fill these billets from outside the local 
command. 

Thus support of the local commander in a tangible 


manner by higher authority, would serve in the author's 
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Opinion, to provide a conducive foundation for the 
development of an effective internal review function. It 
would cement the emphasis being placed in the program. 

Once the foundation has been laid, the execution of 
the secondary responsibilities discussed in the previous 
Section would result, in the author's opinion, in the 
education by example of local commanders as to the benefits 
to be derived from an effective internal review function. 

One of the important aspects of implementing any new 
"system,'’ is ensuring that the personnel selected are 
Mmeoperiy qualified and trained. To this end, the author 
proposes that all cadre internal review personnel assigned 
to an internal review function in the DON should be 
professional auditors, as is the case in the DA. Going a 
Step further, the author recommends that a basic internal 
review curriculum be developed from the available training 
courses; and that cadre internal review personnel be 
required to complete the basic course within a certain time 
period (for argument's sake, one year) after appointment. 
Appendix B provides a partial list of the courses of 
instruction currently available. 

The curriculum could be tailored if necessary; and 
could even be a centrally managed DOD-wide program such 
as the Defense Procurement Management Courses conducted 


by the Army Logistics Management Center. On the other 
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imide sicimedeclrrrculum might be imstituted at an existing 
DON educational institution in much the same manner as 
miewPractical Comptrollership Course conducted at the 
Naval Postgraduate School. 

In whatever form, the author feels that a mandatory 
training program administered and even funded from the 
department level is necessary to ensure professional 
internal review personnel are qualified and properly 
trained. Requiring local commanders to administer and 
fund professional audit/financial training in an era of 
"tight money;"' is risking the same results as indicated 
im the NAVAUDSVC and Task Force reports - little or no 
aaron ng. 9:C jyes 11:136 7 

The author also recommends that a policy of continuing 
Professional education be developed along much the same 
lines as that required for Certified Public Accountants” 
(CPA) in the private sector. As a CPA licensed to practice 
mimene State of Louisiana, the author is required to 
participate in at least 120 hours of continuing professional 
education every three years in order to retain licensee 
status. This requirement equates to approximately one 
week per year, and hardly seems excessive. 

In summary, the status of the internal review function 
in the DON presented in Chapter III, showed it to be 


marginally effective in some areas, and ineffective in 
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others. The author's proposal for a hierarchical internal 
review system in the DON could be implemented from the 
existing decentralized system without too many substantial 
@ianees OF Gisruptions. The crux of the matter is the 
preper education of local commanders; and the initial and 
continuing support of these local commanders by higher 
authority, concerning the recruitment and training of 
qualified cadre personnel. 

The hierarchical structure would tend to ascertain 
those local commands without an internal review function 
which needed one; and would serve as stable professional 
feree £Or established internal review functions. 

A mandatory centrally managed and funded professional 
training program would tend to provdie the local commander 
with knowledgeable and professional personnel who, in 
turn, would provide the local commander with tangible 
emcence of the benefits to be derived from an effective 


internal review program. 


E. SUMMARY 

This chapter has provided the reader with the author's 
proposals for defining and implementing a hierarchical 
micermal review function in the DON. These proposals 
were based on literary research and subjective analysis of 
eieeinternal review function in the DON. The specific 
recommendations made narratively in this chapter are 


briefly stated below: 
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1. Internal review in the DON should be a function 
primarily serving and reporting to the local commander, 
with some defined secondary responsibility to higher 
management. 


2. The internal review function should be locally 
Sieganiezed In a direct Staff relationship to the 
local commander. 


3. The internal review function should be delagated 
the authority, and tasked with managing, all local 
audit boards. 


7 Departmentally, the internal review function 
should be hierarchically tiered according to the 
existing line organization, with overall management 
responsibility emanating from NAVCOMPT. 


5. NAVAUDSVC should retain audit responsibility; 
and the responsibility for developing specialized 
audit programs for use by the internal review 
EUMetLOn. 


6. The secondary responsibilities of internal 
review should be limited to professional issues 
or the provision of basic management information. 


7. <Any reviews of lower echelon internal review 
minettons by higher echelon functions should be 
limited to the review of the local internal review 
function itself, not of the local command. 


8. The education of local commanders as to the 
benefits to be gained from an effective internal 
review function should receive first priority in 
miewinplementation of the new. "system." 


9. The DON policy regarding the provision of internal 
review assets from within existing personnel resources 
Should be modified to one of using existing assets 
whenever feasible; but of providing aggressive 

Support to local commanders in acquiring personnel 
from outside the command whenever necessary. 


10. A mandatory and centrally managed professional 


training program should be established using 
existing courses as the core. 
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Pee DrOrcrdinewoL CONtLInuing professional education 
should be developed and implemented in concert with 

the basic professional training. 

12. Professional training costs should be borne by 

the central administration if possible, to avoid 
repetition of past "trade-offs" when an austere funding 
elimate €X1ists. 

As a final summary, the author has chosen the following 
excerpt by Victor Z. Brink which has been paraphrased and 
Batted into a DON context: / 15:35 7 

It is in, indeed, a time for thoughtful and soundly 
Ziecnmined action. 

Internal reviewers occupy a strategic position. 
Possessing the special, technical competence in the basic 
areas of internal control and having been indoctrinated in 
the broader areas of effective managerial results, they are 
pepecially well equipped to make a major contribution. 

There is a need for all interested parties to better 
understand the breadth of the services which can be provided 
by internal reviewers and to assure that broader utilization. 
iiecenis context, internal reviewers also have a responsibility 
to convey that needed understanding, in the interest of 
their profession and in the interest of the DON as a whole. 
Internal reviewers must take major steps to prepare 
themselves to adequately discharge a greater range and 
higher levels of service. 


Altogether, this means new opportunities and further 


professional growth and development for internal reviewers. 
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imenoetinesias come fOr internal reviewers, one hopes 

they will do everything possible to develop the capabilities 
Eomproperly utilize the expanding opportunities. - And in 

all of their endeavors, internal reviewers will need the 


understanding and support of everyone involved. 
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APPENDIX A 


DPNMERNAL REVIEN SIN TRE U.S. MARINE CORPS - 
SURVEY QUESTIONNAIRE 


QUueSelons Remarks 
ee otatting 


a. Are sufficient personnel assigned to 
AGCcOnmeusnmene —imcent Of internal review? 
(SECNAVINST 7510.8) 


b. Do assigned personnel have the necessary 
Pecinteaiequalitications? (SECNAVINST 7510.8) 


c. Do the working papers reflect the 
mecessary technical competence? (Pomeranz -96) 


d. Is adequate training provided on a 
continuing basis? (SECNAVINST 7510.8) 


e. Is adequate supervision provided? 
(SECNAVINST 7510.8) 


a Organization 5 


a. Is internal review authorized in a local 
regulation? (Pomeranz-94) 


b. Does internal review have its own budget? 
(Pomeranz -94) 


c. Have steps been taken to avoid intententional 
duplication with NAVAUDSVC activities? 
(SECNAVINST 7510.8) 


d. Does the internal review staff have complete 
independence in order to make recommendations 

free of pressures from other management personnel? 
(SECNAVINST 751078) 
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Questions Remarks 


3. Work Performance 


a. Is there an annual internal review 
program that ensures scheduling of those 
areas of mandatory and traditional audit 
coverage and allows for operational studies 
and reviews especially in areas that may 
lend themselves to fraud or waste? 

(NAS -32) 


Do lseeme audre Coverage of functional 
areas performed by internal review 
Sauistmaceory. (NAS-32) 


Se cccmiivecomnal neyrew accomplish the 
required audit liaison and follow-up actions? 
(MCO 7540.2A) 


d. Are internal reviews performed properly? 
(MCO 7540.2A) 


e. Do the working papers properly document 
the reviews? (MCO 7540. 2A) 


ieee bewIlcenmal review programs and 
Objectives revised to reflect changing 
conditions? (Pomeranz-97) 


g. Are internal review activities directed 
toward appropriate projects, rather than 
clerical tasks? (Pomeranz-97) 


h. Does internal review provide orientation 
Poti imotmenee provisions Of Reo. 30/9 to newly 
assigned personnel who will be dealing with 
appropriated funds? (MCO 7540. 2A) 


4, Reporting 


Peake slmternal review findings and 
recommendations reported to the Commander 
properly? (MCO 7540.2A) 


b. Does the Commander get involved in correction 
emeneponted deficiencies? (MCO 7540. 2A) 


c. Does internal review enjoy the support and 
acceptance of the Commander? (Sawyer-23) 
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Questions Remarks 


d. Are findings doliarized where practical? 
(Pomeranz-100) 


e. Are findings usually accepted? 
(Pomeranz-100) 


f. Are recommendations usually accepted? 
(Pomeranz-100) 


(a Uomintchiamerevew TLEpOrtCS require a 
written response by the reviewee? (Pomeranz- 
100) 


h. Are reports followed up as to whether 
deficiencies are corrected and recommendations 
considered? (Pomeranz-100) 


REF: (1) SECNAVINST 7510.8, Internal Review in the 
Department of the Navy. 


(2) MCO 7540.2A, Internal Review. 


(3) (NAS) NAVAUDSVC Notice 7500, Audit Program 
Serles. 


(4) Pomeranz, and others, Auditing in the Public 
Sector, Warren, Gorham and Lamont, 1976. 
(5) Sawyer, L. B., The Practice of Modern Internal 


Auditing, The Institute of Internal Auditors, 
fone. 1573. 
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APPENDIX B 


INTERNAL REVIEW TRAINING COURSES 


Course Sponsor 


NAVCOMPT 1/ 
iene 2 / 
LATC 

ATC 


AC 
ATC 


IATC 


TATC 
EAT C 
TATC 
IATC 


ATC 
NAVEDTRA 3/ 


NAVEDTRA 


Course Title 


Financial Management Training 
Program 


Developing and Presenting 
Audit Findings 


Effective Governmental 
Auditing 


Interviewing Techniques 
For Auditors 


Operational Auditing 


Practical Statistical 
Sampling for Auditors 


Planning, Managing, and 
Reporting for Audit 
Managers/Supervisors 


successful Audit Report 
Writing 


Auditing Systems Supported 
By ADP Equipment I 


Auditing Systems Supported 
By ADP Equipment II 


Written Communications for 
Auditors 


Seminar for Audit Managers 


Financial Management In the 
Navy 


Appropriation and Cost 
Accounting 


Eo. 


Loca Lon 


Various 
Various 
Various 
Various 


Various 


Various 


Various 


Vater rots: 
Various 
Various 
Various 


Various 


Correspondence 


Correspondence 





Course Sponsor 
NAVEDTRA 


NAVEDTRA 
NAVEDTRA 
NAVEDTRA 


NAVEDTRA 
ALMC 3/ 


ALMC 


Course litle 
Navy Public Works Management 
Navy Supply Systems 
Supply Ashore 


Storage and Materials 
Handling 


Navy Food Service Management 


Defense Procurement 
Management Course 


Defense Small Purchase 
Course 


Location 
cOurespondence 
Correspondence 
Correspondence 


Correspondence 


Correspondence 


Correspondence 


Correspondence 


Wemeeonpcrollen ot the Navy course description, dates, and 
location can be obtained from the Naval Accounting and 
Finance Center (Code NAFC-5), Room 401, Crystal Mall 3, 


hashimeaton, D.C 2.20590. 


meeiiter-agency Auditor Training Center course 


Autovon 225-2708 


descriptions, dates, and locations can be found in the 
Soptececanmpe Obtained trom LATG, 3120 
Woodmont Avenue, Room 607, Bethesda, MD 


IATC catalog. 


22014 


= 


3/ Chief of Naval Education and Training/Army Logistics 
Management Center course descriptions and information 
can be obtained from the List of Training Manuals and 


Correspondence Courses, NAVEDTRA 10061-AL. 


Copies 


Should be available from the command training office 
or can be ordered from the Navy Publications and Forms 
eeneen, Philadelphia, eA 19120, Stock No. 


050-3090. 
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